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Steve- Generally. -the Bank cannot deal in physical commodities. 

Regards, sill- • ■ ' - 

. Reply Separator 

Subject; CALL REPORT PROJBCT ROOSEVELT {SNROH} 

Author: Steve Saillie at 22S5CnJL/0«Ari/C»0S/A-MCI/P*CIT2C0R?' 

Sate; 12/15/1398 7;fS PM 


froMt 
To I 
Date; 
Subject; 


CALLISQ ON; Joe Deffner 
Grant Ziaroerman 

CALLIUG OFFICERS; Steve Baillie 
Dave Gorce 

DATE: .December IS, 1538 


?tm?OSS: Met with Enron to' clarify seme details on the Roosevelt deal. 
RESULTS : 

•Maturity: Enron is leaning toward* a shorter deal (2 years) rather than the 
original S ypara. This probably is due their preference to ulcimecely replace 
Chi* financing with a Powerball-Uhe structure. A ihorter term deal is better 
frota a credit approval perspective. 

Sureties: Thuafar Snxdn ha* i insxirance coaipanlea lined up far S12SMM each, 

minimum are needed, and Travelers cannot be one ithla has been coisssunicaced to 
Enron) , The mechanics are as earlier understood - the sureties ma)c« a payment 
of the leaser of it) the PV of future gas deliveries time* the then gas price, 
and (2) S500MM. Hence In a scenario where the price e£ gas falls, liguidicy 
banka/OCC will recover less' chan it i* owed from the sureties. The remainder 
will be recovered from the swap CP’s {who swap* shcnild be in the money in an 
amount equal to the differKice between 5S0D)*| and the amount received from the 
sureties) . In a., scenario where the price of gas has risen, the liquidity 
banks/CXC should be repaid in full from proceed* from Che surety. The. swap 
CP’s will look CO the margin account (and Enron for the threshold amount). 
definition* for the surety are contained in the Forward Sale Agreement. 


Pj^rmanentSMlK^omniittee OR lavestlgations i 
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Reauaiceciag J^«eaenc; T!iia is an agreesseni: with Snron ca acc- as aur agenc co 
tha gas It ha.s just sold to Delta. Bnroh is okay with .this concept, 
but has not used this mechanic in its previous prepaids, and is anxious to- see 
a draft from Bracevell. la its deals with Chase it sells the gas to the S?v. 
the SPV sells to Chase, and Chase sells to Enron. 

0 - can Citibank deal in physical canswdities? 

Swapa/Kargin Agreements j Barclays possible CP. If Barclays cannot cake 
entire 

swap. Hacwest is a possible C?. Enron will probably not back-co-back the 
interest rata swap (not yet decided), but will back*co>back the coirenodity 
swap- 

Znxon will provide a margin agreement on the ba<dc«co-back swap with the 
coremodlcy swap provider (falls under the company's master ISOA with Enron?) . 
This should have the effect of re^^lng the Ihsron rls)c inherent xn the swap. 
Threshold levels in margin agreement will likely be whatever chat C? has 
already agreed to with Enron {5'25244) . L/C’s will be' posted as margin. 
Kulick/Reilly/Baillle/Corte to disoiss this issue. Also Joe Oeffner 
conminicated chat they would prefer if Bracewell prepared the swap dooment 
between Delta sxtd the swap C7 sinca Bztron was not a party to this leg. 

Sate • Joe Oeffner provided 'heads up* chat likely question from c? is to 
ensure that Delta is required to pass on Index price of gas onto swap C? (i.e. 
it has no discretion). • 

iRCercreditor Issues r Enron okay with the concept Chat liquidity banks look 

CO 

surety, and swap C? look to caaegin acct/Snxon. 


FOIiOW-OP: 

' Sheryl Cussett to call Bill Sullivan 

- Sheryl Gussecc to provide copy of a remktg agre^tent (timing Wed morning at 
earliest) . Pass on to Enron. 

- Dave <3erce/Joe Mackiewicr to develop pricing/fee proposal. 

- Steve BaiXlie to confirm how remktg worked in old Delta deal. 

- Joe Oeffner to follow-up with L/C providers will be (under oiargi.’x 
agreement) . 

- Joe Deffner to confirm dally margining (should be same as old Delta 
agreetnent 

- SB to check) . 

- Saillle Co determine .threshold under Citibank's present ISOA with Shron 

- Sraoswell to provide rough draft of docaraents to Citibank Wednesday. 

- aaillie/Randolph/Reilly to develop credit taeovo-. 

> Bracewell to prepare swap doc. between Delta and swap C?. 

QOESnOSS: 

- CSC spread versus C? index, and implication on interest race swap. 

- if anwunc gas delivered assumes the drawn spread pricing from liquidity 
banks 

Cl.e. a highest possible funding cast scenario) and actually funding cost is 
lower, how is the- 'excess* passed back to Bnron? 


<steve.baiXIieeciticorp.cotB>. <william.foxscicicor. 
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Troa: 

?o» 

0«t*i 

Subject! 


< j 0 3 eph . raa c)c i ew i c z»c 1 1 i corp . com> 

<adam. )culic)««cicicorp . com> 

12/17/98 8:33am 

Re; CXLL REPORT • PROJECT ROOSEVELT (SNROM) 


Regarding the Bankmpccy Remote Special Purpose Company (SPC) which 
will be Che focal point of this deal: 


1*. Susan Johnson (Securitization’s Staff Attorney) and I met with 
Bill Sulluvan (Derivatives Staff Attorney) yesterday to discuss the 
possible use of Delta or Vega as the SPC. Bill agreed to research and 
revert to the group today. Whatever entity we use. it will have to 
be s 


a. BanJcruptcy remote from Enron (they've said they cannot own any 

of the eqnity) . ' 

b. Not owned by Citicorp or any of its subsidiaries (understand 
both Delta axid Vega are third party owned and incorporated in the 
Caymans.) . 

c. Clean •- no liabilities from previous transactions of any 
)cind. 

2. Assuming the SPC meets the abo-ve requirements and OUVI (as agent) 
has the right to replace Boron as mar)cecing agent, I don’t see any 
problem with the SPC caAing title to natural gaa and iimediately 
reselling it (thru an agent) to the marAec. 

Susan/Bill would you not agree? 

(Onless Che guidelines for CITC have changed, I chinA it still remains 
a creature of the Export trading Company Act and. therefore, is 
required to focus mainly on exports from the US. I doxibt the domestic 
natural deliveries herein would qualify so trying to ' shoehorn' this 
deal into CITC is probably not the right answer.) 

Today’s To Do List 


1. Approvals; 

a. Confirm that Global Insurance will approve exposures on the 
five monolinefl. .(Bill P) 

b. Confirm that FI will approve PSR exposures on the swap 
banA(s). (Joe M/Jim Reilly] 

c. Determine the level of Enron exposure In the deal and how to 
portray it on the Snron CA. (Bill P/Jim Reilly) 

2 . Legal : 

a. Determine whether the SPC will be Delta, Vega or Newco . (Bill 
Sullivan/Suean Johnson) 

b. -Determine whether Bracewell can be approved to prepare the 
Conduit dox. (Susan Johnson) 

c. Obtain opinion from Debevols & Plimpton regarding the formof 
surety bond; is it a 'hell-or-high-water' obligation and how does it 
differ from a commercial banA direct pay letter of credit. (Joe M) 

d. Prepare dox and circulate for review ASAP. (VtS, Bracewell) 
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3. AMlyrica/Credit Approval Memo: 

a. Model Che comnodlcy/ Interest race swaps versus the surecy bond 
paymencs under various gas price scenarios. '(Steve Bailiie/Adata 
XulicSc) 


b. Determine whether the deal will amortize over 2 or 3 years. 
(Steve SaillieJ 

c. DraJt transaction mechanics for insertion into 
Securitization's credit memo. (Stave Baillie/Dave Corte/Adam Xultcic) 

d. Prepare credit aetro and CA. (Securitization} 

<. Syndication: 

a. Cocnmic to sell-down the 3fi4-day (renewable) bank liquidity 
backstop from SSOOhW (at closing) to S2S0M4 within (37) months. 

Timing to be iaipaccad by discuseions with Global Insurance. (Dave G) 


I've probably missed a few points but I chin)t these are today's 5tey 
issues. Regards, Joe 


Reply Separator 

Subject: Re: CAXJ< RSPORT - PROJECT R0CSEV11.T (SNRCSi) 
Mithcr: Adam Kuiich at 04DSHYC 
Dace: I2/;7/?9 7:4S AM 


Steve/Biil, 

the ban); is able to cake physical delievery of commodities on 
international transactions in CITC. as cur SPV's are domiciled in 
Cayman islands, this may count... 

cheers . 


~ Reply Separator 

Sublect":' Re7”s:iMi RIPORT • PROJBCT aOOSEVll,T (2NRQK) 

Author: Bill Sullivan at 12 CSirfC/ 0 -APl/c-US/a-MCI/p-CITICORP 
Dace: 12/IS/1598 11:57 AM 


Steve- Generally, the Bank cannot deal in physical con»od;icies. 
Regards. Bill. 

Reply Separator 

Subject: CALL RiPORT - PROJECT ROOSSVSLT CSNROS) 

Author: Steve Baillie at 22 Zma/ 0 -AJl/C-aS/A-MCI/P-CmCORP 
Dace:' 12/15/1398 7:48 PM 


CALLING OH: Joe Deffner 
Grant Zimmerman 
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Conjpnny Risk Rating: 4+ 
Portfolio Risk Rating; 


December 21. 199S 


I. Purpose 

The purpose of this metnorandum is to recommend approval for a S125 million hold position in a '64'dav 
isquidity factiicy to backstop commercial 
'Transaction'’) involving a S500 million 3-y« 
rate ioan (the “Loan") to Delu Energy Corpi 
Agreement described in section III below. D( 
gas and crude oil. at a fixed and constant pr 
the Seller under the Forward Sale Agreemcr 
'nas been used as the purchaser for other C 
agree to market the natural gas and crude > 

Companies will backstop the Seller's deli’ 
through a commodity swap with [Narwest 
hedged through an interest rate swap wid 
subsidiary of Enron Corp. 

U. The Company 

Enron is currently raicd BBB-^/B3B+/'Baa2 by S&P, Fitch and Moody’s, respectively, and maintains an 
equity market capitalization ofS18.7B (as of December 22. 1998). S&.P affirmed its BBB+ ratins of Enron 
on November 3, I99S. The company maintains a Citibank ObligorTisk rating of 4-^-. Current ratings 
consider (i) the company’s aggressive growth strategy during 1998 which has adversely aflecied its 
leverage and cash flow measures, and (it) a one-year repaym'ent strategy that calls for a combination of 
funding at subsidiary levels on a non-recourse basis to' ihe'partnt, Enron Corp, ahd the moneuraTi^roX. 
certain e.xisting asset positions. Monetization proceeds arc earmarked for debt repayment. 

E.nron looked ;o Citibank to lead/arrange two critical pieces of the reflnancing/moneiiaation strategy 
outlined to the ratirtgs agencies. Initially, the two transactionsconterR'plaied''wcrc: (i) Rawhide, a STSONfM 
portfolio monetization of Enron equity investments; and rii^Powerball, a S750MM monetization of 1 ,400 
Enron power and gas ccmracts (i.e, purchase, sale, and financial contracts). Rawhide successfully closed 
on Saturday, December 19, grossing Citibank in excess of S14MM in first twelve-month revenue. In early 
December, Enron decided to posqjone Povrcrball until 1999, ulumately leaving a S75QMM "hole" in their 
YE financing plans. In its absence, Enron now hopes to complete this Transaction (i.e. Roosevelt) with 
Citi. 

III. Transaction Summary 

Overview 

The Transaction is a three year, S500MM prepaid natural gas and crude oil sale which will amortize in 
-monthly principal payments, varying berween approximately SlO.l and SIZ6 MM. In exchange for an 
upfront payment of S500?vlM (the “Purchase Price”) on closing, the Seller (an Enron subsidiary whose 
obligations will be guaranteed by Enron Corporation) will agree to deliver a fixed amount of natural gas 
and crude oil at specific times and locations (all domestic) each month for a period of three years. The 
present value of the expected proceeds from the re-sale of such oil and gas will be equal to $500 MM* TNe 
discount rate and future oil and gis prices used todetenntne the present value will be locked in through the 
Interest Rate Swap and Commodity Swaps described below. The Transaction will alloc^e 5300 MM for 
the purchase of natural gas and $200 for the purchase of crude oil. 
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The key panies to the transaction are identified, and the key documents are summarized on the next page. 


Enron wili agree to act asTDeita’s agenrand resell the gas. The commodity price risk will be eliminated 
through a swap (the “Commodity Swap”) between Deiis and an acceptable financial counterparty. The 
interest rate risk will be eliminatctl through a swap (the “Interest Rate Swap”) between Delta and Enron. 
There will be a Margin Agreement between the Seller (again guaranteed by Enron Corporation) and Delta, 
and this Margin Agreement will be assigned to the Commodity Swap counterparty, which will mitigate 
such counterparty's c.xposurc to a faiteeby Enron to dcltyer oil or gas at a time when the related indc.x 
price owed to such counterparty is higher than the fixed price that would be paid by the surety. This is 
because the fdargin Agreement will require Enron to post collateral in the form of cash or LOG to the 
extent that tho Commodity Swap has a negative “cash out" value to Delta. [Enron will post margin for the 
Interest Rate Swap.] 

A key credit mitigant in the transaction is the support provided fay five insurance companies (rated “A" or 
higher) on behalf of Enron. These “Surety Companies" will severally provide surety bonds for up to 
S 1 OOMM each in the event that the gas is not delivered by Enron. Should the Guarantor (Enron) fail to 
deliver gas or crude or fail to pay the Replacement Value under the Forward Sale Agreement, ths Surety 
Companies will be obligated lo pay to Delta the lesser of the present value of the remalniag undelivered 
gas and oil, at the lower of the fixed or then prevailing index price. As.this transaction is stnictured, this 
will shift the bulk of the delivery risk from Enron to the Surety Companies. The liquidity bank(s) (i.e. 
Citibank and future assignees) will have a priority claim against the surety bonds, and the Commodity 
Swap counterparty will haye a priority claim to the posted margin cpnato^I under the Margin Agreement. 
The proceeds from the sale of these periodic deliveries of gas and crude, at an index price, combined wjth 
any settlement payments under the Commodity Swap and the interest Rate Swap, will provide Delta with 
funds matching those required to repay the loan from [CRC/CAFCO]. 

Funding wtl! be provided through [CRC/CAFCO] securitization conduits, which in turn will raise funds in 
the commercial paper market. Citibank will provide the 364 day, S500MM liquidity backstop facility to 
[CRC/CAFCO]. 

\\fs399pOI\sharcl\ussecur\diaz\cnron 12-98\crcd4t_memo2.doc 2 
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'^itnmaiV ofKepEatii&^ , < | 

Seller Mt\dzr For-vard 

Sale Agreement; 

Enron Natural ijos Marketing Corporation ( £NGMC). and/or another wholly-owned subsidiar.- of 
Enron Corporaiioa. ENGMC '»!« also tmer into » Mar^n Agrcsmeni utsjcr which it w!H post collateral 
equal ID its esiiroatcd future obiigation to make paymenu to the Commodity Swap proider under the 

CommodiivSwap. 

Purchaser ursdcf tStc 
Fonvard Sale 

Asreemcnt: 

Cfelta Energy Corporn.'ro/t. a Cayman Islands Corporation. Oeiu ss a special purpose corporatiois used as ( 
she purchaser in other Citibank-arranjed prepaid commodity iransachons. Delta wiil also be a party to the 
Commodity Margin Aercemeni ihai will be assigned to the Commodity Swap counicrpany. 

Guarn/ttQT: . 

Enron Corpenaion will guaranies ENGMC's obfigatioits under (he Forevard Sale Aareement and the 
Commodity Margin Agreement. Cuaranior will also guarantee the obligations of Enron Capital i Trade 
Resources Ccrp.,i wholly owned subsidiary of Enron Corp.. the Marketer under the Marketing Agreement 
and the Interest Rate Swap ccunierparry. 

Surety Companies: 

Surety ComoaoT AM Best Ratine 

St. Paul Fire & Marine Insurance Company A-t 

Fireman's Fund Insurance Company A 

Continental Casualty Company &. Hatiofiai Fire Ins. Co. of Hartford A 

Safeco Insurance Company of America A-r J 

fCieni or Reliance Insurance Group} A- 

Marketer under 
Marketing Agreement; 

Enrtifi Capital 4; Trade Resources Corp. 

ComThodsty S>vap 
Counterparty: 

[Barclays Bank pic (Aa2/AA) or NatWesi Bank (Aa2/AA)l 

Irtteresl Rate Sn.-ap 
Counterparty: 

[Enron CoqjorationJ i 

I 

Lender under {Lean 
Aarcemenr]; 

[CRC/CAfCOl 

Borrower under [Lnan 
A.ercement]: 

Delta 

Liquidity Banks: 

Initially. Citibank, N.A. Syndication in 1999 is under considerauon. 

zK^lkaxsatlUtmBcAmmnts' \ 

Forward Sale 
.Agreement: 

Agreement between Seiler & Purchaser specifying Seiler’s obligations to deliver natural gu &, crude otl to 
Purchaser. Specifications itteiude volumes, price Sl deitveiy poinup. 

Commodity Margin 
Agreement: 

Agreement whereby EKCMC will provide initial and on-going margin for the benefit of uhe Commodity 
Swap CQur.terpaiTy. Tie purpose of margin is to protea the Commodio" Swap counicrparry in the event that 
ihc transaction terratnates at a point where Delta would owe to the Commodity Swap ceunterpany brcakagc- 
Marzin is rot expected to be posted by the AA rated Commodity Swap counterpany. 

Commodity Swap 
Agreement: 

Agreereenf between the Commodity Swap Caufiierpany and Delta to hedgE Seller s forwara delive.-y ot gas 
and crude. 

Surety Bond: 

Agreement whereby Surety Companies will make a payment to the Purchaser should the liuarantor tail to 
deliver gas or crude or fail lo pay the “Replacement Value” under the Forward Sale Agreement. 

Sfarketing Agreement: 

AgrtcmetK between Delta it Marketer, whereby M^kcfcr agrees to remauket the gas and crude on bchall ol 
Delia at index price lo diverse pool of tingle A purchasers. 

(Loan Agreement!: 

Agreement whereby Lender will loan 5500MM lo Borrower to be used by Borrower to prepay its obligauon 
to purchase *as and crude under the Forward Sale Agreerreni, — 

Asset Purchase 
Agreement: 

Agrc«ne« whereby the Liquidity Banks will agree to purchase the outstanding loan si the event that 
[CRC/CAFCO] cannot or will not continue to fund the loin. 

Interest Rate Swap 
Agreement: 

Agreement between Delu and the interest Rite Swap Counterparry hedging the mismueh between me 
fixed-rate loan and the noiting-raie funding cost of ICRDCAFCO] if CP funded or the Liquidicy Banks, li 
bank funded. Enron wUJ post margin under this agreement to protea Delta in the event that the transaction 
icnntfuues at a point where Enron would owe Delta breakage. — — 

Enron Guaranty: 

Agretmes reqaktag Enron a guarantee ali of its afTilutts ebligatitsns uraicr the Forward Sale Agiiuncn.. 
the Commodity Margia AgreemenL the Markaing ARrtreraent and the interest Rate Swap AgreonenL J 
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Transaction Description 

The transaction is made up of several components: 


/. Forward Sale: The Seller enters into Fonvard Sale Agreement with the Purchaser, by which Seller 
agrees to deliver a axed amount of natural gas and crude oil of a minimum qualm- standard at a specific 
times and delivery pcint(s) to Purchaser. Gas and oil will be delivered in equal monthly amounts over a 

three year period. In exchange Purchaser pays Seller S500MM at dosing.. 

2. Ouaranry: Enron and Delta enter into the Enron Guaranty Agreement, by which Enron guarantees 
ENGMC’s obligation to deliver gas, and all other affiliate obligations to perform under all Transaction 
documents. 

d. Sureties: Surety bonds arc provided by five insurance companies, all of who are rated “A" or better. 
The surety bonds are “hell or high water" bonds which will make a payment to the Purchaser 1 0 days after 
receiving notification from the Purchaser of the failure of the Seller and Guarantors deliver sasermake a 
Replacement Value" payment. The amount of the payment from each Surety Company will be the lesser 
of; (I) a scheduled fixed amount which begins at SIOOMM and reduces as per a schedule on a monthly 
basis (“Ma-ximum Penal Sura"), and (2) the present value of the gas remaining to be delivered at the then 
market gas price. 

Commodiry Price Swap : The purpose of the Commodi^.Swap is to convert the gas and crude to be 
received from the Seiler into a stream of cash Hows which will repay the principal and interest owing on 
the Loan benveen Delta and [CRC/CAFCOj. The amp'urits,'tirnjhgand other.lmns of the swap payments 
will mirror those in the Fotward Sale Agreement to ensure no leakage from the structure. Delta and the 
Commodity Swap counteqjarty will enter into a three year swap in which .Delta will pay the floating 
‘■rndex" price of gas per MMBtu and crude oil per barrel for the delivery point(s) and dates in question, 
and receive a fixed and unchanging price per MMBtu qf gas or pricbVper barrel for crude oil. The total 
amount of gas and crude oil swapped will equal the amount of g'as'^elivcred by ENGMC. The tinting of 
the swap flows will coincide with the gas and oil to bede iiv et ei i by ENGMC. 

5. Interest Rate Swap : The purpose of the interest rate swap is to hedge the mismatch between the fi.xed 
rate Delta will use to determine the Purchase Price and {CROCAFCO]’s or the Liquidity Banks variable 
rate funding costs. Delta and [Enron Corp.(or a subsidiary of Enron which will guaranteed by Enron 
Corp-)| will enter into a three year swap in which Delta will pay A' fixed interest rate based on the 
amortizing, notionai amount of the Loan, and will receive its floating funding cost. If the Lender is 
[CRC/CAFCO], the floating rale received by Delta will be based on [CRC/CAFCO]’s CP cost of funds 
plus the program fee, liquidity bank commitment fee, and other costs. If the Liquidity Bank(s) have 
purchased the Loan from [CRC/CAFCO], the flowing rate received by Delta will be adjusted to reflect 
drawn pricing under the liquidity facility. 

6. Remarketirts: Agreement: An agreement between Delta and ECT, in which ECT agrees to act as Delta's 
agent and sell die gas or cnide oil purchased by Delta. ECT may sell the gas or crude to (1) any purchaser 
who is rated A or higher, as long as each such buyer docs not constitute more than [5!4] of the commodity 
purchased in that month, or (2) any other purchaser, including Enron or an Enron subsidiary, provided 
however that, if the purchaser is Enron or an Enr^ afliliate, there must be cash prepayment for such 
purchase simultaneous with or prior to delivery of the gas or crude. These two circtanstanccs fulfill 
(CRC/CAFCOl’s obligor diversity criteria for purchasers of the commodity. [CRCfCAFCO] will require 
coverage for obligor concentration risk. This may be accomplished through 0 recourse m Enron, or ii) a 
surety wrap by a Surety rated at least “A”. ECT will agree [to use its best efforts] to deliver to Delta oo 
specific dates an amount equal lo the Index price on such date times the volume of oil or gas Enmn is 
obligated to deliver on such date. In order to avoid commodity futures exchange regulatory issues, the 
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of ihc jas/crudc oii Deiia luay need lo initialiy be sold to another cmhy such as \'c 2 a a speci- I 
purpose Cayman Islands corporation used in ocher Citibank arranged commodirv transactions.' 

' Credit As^eemeni: The Loan-agreement whereby fCRC/CAFCO} winiend S500MM to Delta The 
proceeds of the loan will be used by Delta to prepay its obligation to purchase gas and crude from the 
Seller under the Fonvard Sale Agreement. The Loan will amortize over 3 years. The fuily-ioaded CP or 
bank funded carrying cost, in either case is to be covered by the P.oati.ng swap payments from the laicrcsi 
Rate Swap counterparty, Enron. 

8. Asset Purchase Asresmem: Agreement initially berween Citibank, NA (as the initial Liquidity Bank), 
[CRC/CAFCO], and Delta. This agreement provides that the Liquidity Banks will purchase the Loan in the 
event that [CRC/CAFCO] cannot or will not continue to fund the Loan. In essence, the Liquidity Banks 
arc taking the credit risk of the non-payment by the Surety Companies in the event that Ennm fails to 
perform under the Forward Sale Agreement, the credit risk of the Commodity Swap coumerpany in the 
event commodity prices have fallen, and the credit risk of Enron as the Interest Rate Swap counteqjarry, 
and on the Margin Agreement in the event Enron Fails to deliver when commodity prices have risert. 


Fv'. Pricing 
Upfront 

Structuring Fee 52,500.000 

On-Goins 

Program Fee: 25 bps 

Liquidity Fee: [25] bps 

Dealer/Investor Fees: . 7 bps 

Less: ■■■■ 

Credit Ennancement .. 4 bps 

Net Annuallncome:-;' y ' ' 53bpsp.a. 


" 52,385,000 first 12 months ongoing revenue 

assuming $450,000,000 are outstanding 

Assignee Rate (bank funded): Libor + 125 

Fi rst 12 months /Vew f/et Revenue 

to Citicorp; 54,885,000 

(Allocation between Product and Relationship Groups TBD) 

V. Syndication Strategy 

Citibank will initially provide i005'o of the liquidity in this transaction and will ultimately hold 5125 MM- 

Attached is the Loan Syndication Approval Memo for an underwriting of 5375 MM in liquidity- 
commitments to be syndicated in the first quarter of 1999. 

VI. Key Risks & Mitigaats 

Risk I: The Seller fails to deliver gas, and Enron Corporation Jails to honor its guaranty. 

If the Seller fails to deltver gas as scheduled, the Forward Sales Agreement provides fa- a paytneat by the 
Seller of the “Replacement Value” in the amount of the economic shortfall sustained by the Purchaser, 
consisting of the cost to replace the deficient quantity, including transportation and other costs and fees 
associated with the purchase. If the feller fails to make this payment, an “Early Termination Event has 
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occurred and a “Termination Payment * plus any “Unpaid Amounts” arc due. Tiic Purc.haser can than c-” 
upon the surety bonds to pay it an amount equal to the lesser of: 

{.!) the prcse.nt value ofihe future gas to be delivered valued at the prevailing market index gas price; and 

(2) d scheduled fixed amount which begins at S5C0MM (In aggregate) and reduces on a monthlv basis 
(••Maximum Pe.nal Sum” or outstanding Loan balance) to reflect the amortization of the deal. 

Hence the risk profle will depend on how the price of gas or cnide has moved benvecn the day that the 
-dtai.was.entercd into (and the fj-xed gas price under the commodiry swap was nnaUze<i),-and thc■day 
paymcnt is made by the Surety Companies. 

If the price for gas and crude has risen (index > fixed price), the amount paid by the Surety Companies 
will be based on the fi.xed price and will be equal to the Maximum Penal Sum. This amount will alwavs be 
equal to the amount outstanding under the Credit Agreement, and the conduit(5) or the liquidity bank(s) 
will be fully repaid. The margin under the Margin Agreement is needed to cover any breakage fees in 
terminating the Commodiry Swap. 

If the price of gas and crude has fallen (indcx< fixed price), the amount paid by the.Surcty Companies will 
be based on the index price. Since the price of gas or crude has fallen, the amount paid by the Surety 
Companies is less than the Ma.ximum Penal Sum, and less than the principal outstanding under the Loan. 
The “cash out” value of the Commodity Swap will be positive for Delta and, together with the Surety 
Companies’ payments, will be equal to the outstanding Loan principal. The Commodity Swap counterparrv 
.will be a highly rated financial institution (we anticipate Barclays or Na^vest). Enron, who will act as the 
Interest Rate Swap counterparty, is rated BBB+/Baa2 by S&P and Moody’s respectively. 

Risk 2: Enron delivers gas. bur experiences “credh difficuhies" 

• V “Guarantor Event of Default” as defined in the Enron Guaranty (which includes cross payment default, 
cross acceleration, and bankruptcy) constitutes an Event of Default under the Forward Sale Agreement, and 
hence permits a call on the surety bonds. In this case the transaction is terminated, and if the Surety 
"Companies and both swap counteqjarties fulfill their obligations, the Lender will be repaid in full. 

The terms of the Margin, Agreement are of less concern to the Liquidity Banks since they are looking 
primarily to the Surety Companies for payment if Enron fails to perform. Nonetheless, mechanically, if 
there is a “Trigger Event” under the Margin Agreement (which is defined as a breech of a debt 
capitalization test or a net worth test), then Enron must post margin for the ftill amount of the exposure 
under the Commodity Swap. However this does not trigger a Termination Event unless the company fails 
to pcs: margin. Hence it is possible for Enron to fail certain financial tests, but as long as it delivers gas, 
posts margin, and does not breech a “Guarantor Event of Default”, there will be no Termination Event 
under this transaction. 

Risk 2: ENCMC delivers gas. but ECT fails to resell gas under remarketing agreement. 

The Purchaser has the ability to replace ECT as marketer of the gas at its sole discretion. Given the ’ 
liquidity of this commodity at the specified delivery points, finding an alternate marketer and reselling the 
gas should be achievable. Subsequent to delivery. Delta will have a secured interest in the gas or crude o il 
collateral. 

Risk 4: Fixed-Floating interest rate mismatch. 

The interest rate on the loan from [CRC/CAFCO] will be floating (either CP funded through 
[CRC/CAFCO] or bank funded through the Asset Purchase Agreement), whereas cash flow into De.ta is 
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dcie.-raincd using a fixed discount rate. Tne floating leg of the interest rau s-^op provided bv Enron \v,li 
be set CO cover chs Delta’s fui! funding cost, wbeUKr CP or bank funded. Enron, who wiH act as ihe ialcres; 
rate swap counte.-party. Is rated BBS+ZBaal by St^P and Moody’s respectively. Citibank’s Derivatives 
group has established the PSR exposure to Enron 02 be $20 MM. 

Vn. Policy or Program E-xceptions 
None. 

van. Commercial Paper Related Sccuritie.t Law Considerations 
NfA 

IX- Clean Risk 

100% Clean Risk will be approved by Glolai Energy for the risk associated with the borrower and 
transaction, in addtncn, Global Insurance will be approving Citibank’s retained share cf the total 
Transscston's SI lOMM in obligor risk exposure :o each of the 5 Surety Companies fer 6 months. Global 
Loans will lindenvrile S37SMM of iiquidicy commitments to be syndicated during the second quarter of 
1999. 

XI. .Attachments /E.xhibits 


• Control Unit CA 



■j 
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S7t2t 36. 7z 


FROJSCT ROOSSVEL T 
OVSRViSW OF MAJOR ISSUE S 


Baeicgfound , 

Proi*ct Roowvtlt iro5» two we,ks ago wh.n Prpj.et Powarbal! was itftma lo 
1999, crsating » SSJiO WiiUon year-end funding ne««l. 

Enrcn's goals includa {!) use of a-Prepaid Hydrocarbons structure. 

(li) Itmitad rtKours* and {Ri) dosing pfiorto t2i31/3t. 

Citibank's goals inciuda (!) CP Conduit fimdlng. (Il) 364-day renewable 
bank liquidity backstop, (Ui) avoiding any 'physica!' hydroearbons-related risks 
which Citibank i* unable to deal with and (iv) kcepinf trahaaetjon tenor within 
three years- 

Implicadona 

1. CP Conduit funding means the transaction must comply with what we've 

represented to the rating agencies and CP ifrrestars; includling: 

- *A’ quality pool {dther threugh each obUgor's cum ratings, like the sureties, 
or trough diversity and overctdlataral on the sales side) 

- Surety coverage of Urtpald Amounts on dte supply side 
Matching of swap and surety bond bases 

- Avoidance of periods and nodes requirements if Enron has failed to 
supply 

• Cash eontr^ and avoidance of commingled sales proceeds 

. Funding cost coverage, whether CP or Ubor based 

2. Avoidancs of 'physical* hydrocarbonS’nHated risks moans: 

- Making surs th^ any delivery, measurement, reporting, Insunng, and 
emnpfianee oMigations which Delta ineuni thmugh the Forward Sale 
Agreement are passed on through the Marketing Agreement 

- M^ng sure obHgor *failum to takas* risk ie pe s e e d on to whichever entity 
arranged the saiee contract, 

. Macing mire that 'serriclng' costs Incurred by Delta in purauU of delinquent 
gas or oil obligors am co v er e d , 

3. Delayed Amortization and AssocieMd issues: 

- CmdHepprovtde have been sought on the besls'ofe three year final 

meturity M>d fMkff equal 3g-mor»th smertisatkm. There may be room for 
flexibffity (pechape starting shipments as tats «s Hsrch t999) provided the 
ffftil maturity femains tttree yearn. 

- In feset, delaying the onset of amortizatien a fow months may help us 
resolve certain hrsims (esUbllshtng a second bankniptcywem^ specai 
putpese company, deforminuig how best to overeoUateralcce the pool on 
the sales side, etc). 
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Fax j o: Comn^r 

Penon 

FaxNmwher 

□ Earos Capital A Trade Resoareex 

JosqthDdTtw 

(713)646-3602 

□ 

KtistuaMordanat 

(7^)646-3393 

o 

OrantZlnmmaaa 

(713)64^.3601 

Q CHieerp SecaHtica> Seearitltaticn: 

Jean Diaz 

(112)793-3728 

□ 

JocMaddeiricz 

012)935-6220 

□ ‘ 

WadsSpeas 

(212)758-6272 

CM<d Energy. 

JuaKdUy 

(713) 654-2849 

a 

StercBaOje 

(713) 654-2849 

O Global Loanx 

DevaCom 

(713) 654-2849 

— □ Legal: 

Sosaa Johnson 

012)793-6152 

□ 

'WlDfamSoISyan 

012)793-42X2 

Q VtBfos i. LLP. 

Trina Chandler 

(713) 615-50SS 

□ 

Steve Coats 

(713) 615-5925 

□ Braccwclt A Pattenoa, L.LP. 

AtaaRafle 

(713)221-1212 

a 

Sboyi Gossett 

(713)221-1212 

Q Maples A Calder. Ddta Counsel 

Nicola Melia 

(345)949-8080 

□ 

Jollian Keddyhoezh 

(345)949-8080 

Q Barclays Bank, pic 

Richard Williams 

(212)412-7585 

□ : 

Jonathan Taylor 

011-44-171-773-0410 


From: Q Jean M. Diaz, Vice President 
jSC Wade Speas, Associate 
D Qieiyl Jackson. Admimstralive Assistaot 

Date: 

Re: Project Rooseveh Status Report 
No. of Paga (including c w fcr): 


Phone: (212) 559-5260 

(212)559-6179 

(212)559-5427 

Fox: (212) 793-3728 


J, 


y«0 
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CMACMteuhs 

Members Anendinf: Fred Chspey (Chainnan), EleaacK' Wagner (C^ent Rbk 
Management). Jim Gairwui (Risk Afchiiecturc). K- Anandasagsr (Audit & Risk Review). 
Susan Hayward (Sertrtary) 

Committee Members Absent (Represented by): Catherine Gctizlinger (Robert 
Nolan/Mikc Lalo). Met Taub (Ned Schocnfcid), Bill Mackey/Mike Day (Pm Bulier/Laura 
Lam). Marey Engct (ScoU Flood) 

Guests: Tom FranctHS. Ranwsh Gapta. Lynn Fcintechv Joe Erlsn^r, Karaysn Prasad. 
Mike O’DonneU, Nancy Paulson, Shenghua Hu, Apoorvii Koiicba 


Cajwceltable Stcp-Dowtn Swap 
Piescnier Krutcy Raokis. Gloria Schtiejdcr 

Astruenire was prcsetiied that will provide yield cnhanceracni tocustomss that have a 
View (hat Interest fMCS will not eaeeed a predetermined Libor ihiesbt^d level. THe 
Structure consists of a combinatioa of products that Citibank curtentJy trades. However, 
based on the combinatioa of the components and the canceUbiliry fearun*. the transaction 
can not be booked k the back of^ prcKSSsing syacm. Thisefote a ^pmadshcet has been 
developed to iniciaily book the deal until it on be booked in the back office system. The 
spread^koet has been smell tested by risk analytics. Operations policy is to limit !bc 
number of spzcadsbeei iranracrions to five per desk. The Desk win fei]ow>up with 
Operations (o detemune bow many spreadsheet deals are ouuianding. This will 
determine the number of deals that the ori^nators can execute. 

The coRuaiacc also discussed the ability to indepeodendy price the srruenm:. The rate 
reason^Uity will bo contacted to extsure that they can obuia the aecessra:y market 

information check the MTM of the siniciure. 

The deal has been approved by tbc eocamlRce. 

FoUow-yps 

Deiernune the number of deals that are booked on a spreadsheet. (Mike Lalo/T’ST) 

Ensure chat me reasQnakUit]r unit c«n <dtnuun tbe market ram [Joe ErUngcr) 


Fropald Oil Tran&acrion 
ftrcscBter Adam, Kulick. Jim Reilly 

A iransactJoa aras discussed which would rflow Enron to execute a pntpaid 3 month swap 
on 30MM barrels of oil (cilt pays fixed price ai inception — appX S500MM -- and receives 
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Soacing (xice u msurity!!. Tha cjracsacttoo { 2 co''i(&a accouating occacmeni for 

the casl<»txr. Aliiioui^ the deal is effeciivei? a ioaa. the form of the traa^actioa would 
allaar die custooer to tfcflcirt it as ''liabilities from prio; tisb DumagemeanE activity'* oa 
cheir OB their balaocc sbeet and also piovidc « favourable impact on rcfXirtBd casfa flov* 
from opcnitioiis. 

The conrunittce dlscosscd the following issues: 

• The af^opriatencss *e uansaettoa. The RM stated th^tthe transactitai was 
appropriate for the custemo: and that prepaid forwards arc common with othos in the 
industry and that the company discusses/disdoses (reatmcni with external auditon 
and rating BgCT^ies. Addhionally, ttu; jntemal approval forthe saosaciion w^l 
ackaewicdge the fact that we were basically jtc^ng a loan to (he customer ard diisi 
the (Ud bas had numerous coaversutons with SenkHT Maaagetpcni of the company 
^out the strucruie. 

• Margie amogenteqC. Although the 4ient has a margin agro e m e tw with CUibanfc, the 
crati.-UKCias wOi oot be rovemd tsdex ihe agroemenL 

'The appiopriare Desk; to hook the iransacuon. Fmd Chapey will have diico^ions with 
the Iradiag desk and the ocigiaaceis tp decide if it would be mote appropriaie to book 
the deai oa theCommaEfiries Desk. 

Tbe {ransaCTicm wax approved subject la- 

Follow up ileiss 

• Enaifc that apptx^iiaiCBess and suitability of dte oansacckm to Uk: customer ate 
covered oodcr the deal approval, (Adam Kulicfc/fim ResDy) 

• I!>rci<k; which dtRik to book [he uatisacuoa (Fred Chapey) 
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From: Sailli*. St«v« 

s*nc W#dn««jay. S«pt*fnC#f 29. 1999 8:02 PM 

To: M*cJu«w»cz. Jo*«^ J- 

Cc: Sailll*. St*v«: R®<ily. Jam« F ; Sp««s, Wad« 

Subjoct: Enron - RoGS«ve« 


Joseph, 

This email is to confirm that 

1. Global Eneiw and Mining ("GEM") have approved the full $12SMM still 
outstanding under me "Roosevetf prepaid. Our approval runs for another 4-* 
years, (as an aside, in addition, in our most recent Enron memo, we comment 
mat our expectation was now mat me deal would not be repaid untJ December), 
Our approval to extend delivenes was done verbally. ■ 

2. We do not believe mat we (i.e. GEM) need any form-cf 
approvai/adcnowledgement from Global insurance since we approve me entire deal 
size (arthough I was unaPJe to confirm mis wim Tom Stott as he is away mie 
week). 

Regards 
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^ Simon Crowe 

25/11/99 15:06 

To: ]anlne]ug^ni/LON/ECT@Ea 

CC; 

Subjea: Truman financial prepay diagram 
FYi 

Forwarded by Simon Crow«/LON/ECT on 1 1 /25/99 03^)6 PM 

- ^ Jung-Suk Suh 

: - 11/24/99 07:1 0 PM 

To: Paul aitvers/LON/ECT@ECT, Treasa KJrt>y/LON/ECT@ECT, Simon Cfowe/LON/ECT@ECT 

cc; BQI W Brown/HOU/Ea@ECT, Doug McDoweIlA10U/ECT@ECT 

SuWectj Tnanan financial prepay (fagram 

The dlaeram below shows the Truman prepay that was dosed Sep 29, 1 999. Cti&arik latjvldes the 
prepay swap, while TD provides tiae commodity swap on half the trareactlon, and dtelr roles are reversed 
In the other half. We were able to substantially lower the commodity swap charge because CMank and 
TD have essentially ofStetting risk under their commodity swaps. 

The second alternative that we spoke of was utifiang three banks (I.e. Citibank, Barclays, RBS) as the 
prepay provides and TD as the commodf^ swap provider In <d! three prepays. TWs would allow the 
partidpaiion of Qti, Barclays and RBS, but wouid result in higher commodity swap costs because TD 
would bear Incremental credit risk from the three banks- The diagram for alternaiive 2 would simply be 
the "Qtibank ftepay" diagram, with Gtibank r^lKed with Baidays and RBS for Ae other two pi^»ys. 

Please call with any Questions. 

JungSuh 713-853-7666 



crude prepay 2SSeo^ diagram 2. 
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Jardne Judins 
25/n/99 15:19 


To: Simon Crowe/LON/ECT@ECT 

cc: Treasa K]rty/LON/ECT@ECT, Matthew Landy/LON/ECT@ECT 


Subject: Re: Y2 s] 

3ust to dose the loop on this one folk>wlng our discussion, I will need by January to: 

t. get a detafled understanding of the Qti/Y2 swa (3- C • I 

2. confirm the neoine noint Pp . I ^ 


2. confirm the netting point 

3. or altemativeiy confirm that r>o payments will I 


Reprds 

janine 


Sbnon Crowe 

; 25/11/99 11:24 

To: )anlne 3ugglns/LON/ECT@ECr 

cc: Treasa Ktity/LON/ECT@ECT 

Subject: Re; Y2 1] 

A lew points 


■■ Us.- YZ 
C + «- IT^ 


S 


• I have requested all the closing docs for Yoe 1 

• Equal and opposite payments but not necessarily b all cases 

• See the swap for the netting language 

• We will Insert the 1 / 1 /2000 1 first repayment date. 

• Y2 wfii set up a UK bank account 

• No disoission on new EU WHT 

• The bond will be listed in Lux 

No doubt we will speak later. 

regards 

Simon 


3an!ne Juggins 


Janine Juggins 
1 1/24/99 06:10 PM 


To: Treasa Klrby/LON/ECT@ECT 

CC: Simon Crowe/LON/ECT@ECT, Matthew Landy/LON/ECTCSECT, James Sandt/LON/ECT@ECT 
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Sufcject: Y2 

I . US wtthlwtdmg on Qtl swap vdth Y2 

i still need copies of tfte underiyii^ Y 1 /Qti swap documentation to properly analyse the transaction. As I 
mentioned the draft on Matt's file s dated 3 Nov and appears ta exclude the cashflows from netting • 
thishafticaL 

I am assuming that all trf' the ftjndir® mianatch is now taken care of by the Enron Corp Ha^c rwte, so 
dut' aR that the Qd/Y 2 swap reprints is; 

• Y2 pays to Qtl an amount equal to the Interest on the Defta notes 

• Qti pays to Y2 an amount e<pjal to the Interest on the Defta notes 

• Otl makes vaious payments to Y2 in the event of an Enron credit event 

Ic is assumed dwt the fina two Items are.equal and opposite so that if netting applies there wiii be no 
residual payment utwn wNch to ^iy wfthhdding. Please can ^ axiflmt: 

i) Chat the assumption re equal and opposite payments Is correct; and 
R) that neoli^ applies to aU payments under ^ swap 


If this b not the case, mdt tiat some payments are made by Qti to Y2, drcn our position would be: 

1 . That the swap b a notion^ principal contraa {sourced to the payee le Jersey) therefore no US 
wtthholdlr^ 

2. With equal sad opposite paymoits It may be difriailt to get wfehta the definition of an NPC {alihcu|h 
ft is mst dear on) tfwefrre we would then be In the same posiitai as the other swap - basically a 
withhofdbig risk f<x 20CX) tsit not after 1 / 1 /200 1 - 

To sunanailse - b«c p<^tlo!i b neftir^ wto no resadu^ p^men^ b NPC ardent, If we are rvx. 
comfcxt^le witii tills fallback then tiie safest route would be to defer payments until 1/1/2001 to catch 
the new rules. 

2. UK baxUc account 

Just to confirm, ft Is the Y2 that will set up a UK bank account and not a Jersey pa)4i^ agent. 

Since the Interest b not UK source the faa that Y2 uses a UK barfc aorount wifi not Introduce addittona! 
UK withholding rUb In any event the bonds are quoted Eurobonds held within Cedeibarit and Eurodear 
so no UK wfthhokfing wiii apply. 

Treasa, has there been any dbcusdon witii respect to the risk of a new EU witiiholding tax, other tiian 
what b already in the offerir* memorandum ? Although we have a Jersey issuer the Eurobond wdli be 
listed in Luxembourg I beileve. 

Regards 

Janine 
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Simon Crowe 
25/11/99 11:24 


To: Janine |uggtns/LON/ECT@ECT 

cc: Treasa Klrtiy/LON/Ea@ECT 

SuNect: lUsrYZ S] 

A few points 

• I requested all the daing docs for Yoe 1 _ , 

• Equal and opporite payments but not necessarily In aD cases ^ 

• See the swap for dK netting langur — ^ -rvoVyeJrcCCiujJcJ^ ^ 

• We wSI Insert the i/1 /20001 first repayment daw. o-^rJi - 

• Y2 ^11 set up a UK bank account 

• No discussion on new EU WHT 

• The bond will be listed In Lux 

No doubt y^e jsdll speak-latar, 

reganb 

Simon 


Janine Juggins 


Joggins 

11/24/99 06:10 PM 
Tct Treasa Khty/LON/Ea^ECT 

CC: Simon Crowc/LON/ECT@ECT, Matthew Landy/LON/ECT@ECr, James Saiult/LON/ECT@ECT 

Subject: Y2 

1 . US withholding on Qtl swap whh Y2 

I still need «)pfes of the underfyii^ Y I/CW swap documentation to property analyse the trareactiwu As I - 
mendoned the draft on Man's ffie is dated 3 Nov and appears to exdude Uk cashflows from netting - 
this is critical. ' 

I asswning that aB of the ftintSng ralsmatth fKsw u&en care of by the Eifrcm Corp Ma^c KXt, so 
that all diat tiie Citi/Y2 swap represents is; 

• Y2 pays to Qti an amount equitf to the ir«mst on the Delta notes 

• Gti pays to Y2 an amount equal to the intereft on the Delta notes 

• Qti makes various payments to Y2 in the event of an Enron aedic event 

It is assumed that the fim wo Hems are ec^a! and opposite so that if netting applies there will be no 
residual payment upon which to apply withholding. Piease can you confirm: 

1) that tire assumption re equal and opposite payments is correct; and 
11} that netting apf^ to .til payments under the swap 
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!f thJs U iKJt the case, such that some payments are made by Qt5 to Y2, then our position watild be: 

1 . That the swap is a notional principaj contraa (sourced to the payee le Jersey) therefore no US 
withholding 

2, Vftdi etpiai md oppt^te payments h may be dlffaih to wthin the defiridon of an NPC (althou^ 
it is not dear cat) tf>eref6re we would then be in the same position as the other swap - basically a 
withholding risk for 2000 but not after 1/1/2001 . 

To summaise - best position fa nettit^ with no reddud paymertt, faUbadc Is NPC argument. If we are not 
comforuble with this felibadc then the safest route would be to defer payments until 1/1/2001 to catch 
Oie new rules. 

2. UK bank account 

Just to confirm, It is the Y2 that will set up a UK bank account and not a Jeney paying agent. 

Sinoi the bferest is not UK source the tiiat Y2 uses a UK bank account will not Introduce additional 
UK withholding ride. In any event the bonds are quoted Eurobonds held whhin Cedelbank and Eurodear 
so no UK w itf iiwl <fegwt8 j^piy. - 

Treasa, has there been any discussion with respect to the risk of a new EU wHMiolding tax, other than 
what is already in the ofiering memorandum ? Although we have a Jersey issuer the Eurobond will be 
listed In luxsmbou^ i believe. 

Regartb 

Janlne 


E 39999 
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CtOBA^ Loans AmovALME^roRA-VDiM 

This deal is preinriy recerita ta SyniSeatef. ytripeJ br- {Deal Team Itaier iain ah te^uirzCi. 

Memo Date: December 7, 1999 Approval Due Date: December 10. I9'?y 


\ — ' 

Renewal. Reoridn" or Rcslracturin® 

— 

Lcagac Table Eligible 

Yes .Vo 

E 

Amcndmeal (Number ) 

MuUi-Currcncj' (Y or N) 

— 

Agent-oniy 

Co-Agent 

Media Disclosure j i X i 

Contact: Not Applicable 


A. KEY Statistics 
B orrower: 

Enron Corp, 

Citibank Commitment (S.MM): 

S126 million 

GFCIDS: 

4A6084 

Citibank Hold (SMM): 

3126 nullian 

Deal Size (rMM): 

SI26 million 

UAV Amount (SMM): 

Not Applicable 

Fadlilies (S.MMKTenBr: 

S 1 25 million PSR line f 
up to 180 Days 

B/E Amount (SMM): 

Not Applicable 

Pre-ipproved (V/N): 

No 

Accocn. Amount (SMM): 

Not Applicable 

Date Pre-approved: 

Ns! Applicable 

Scheduled Launch Dale: 

Not Applicable 

Origination Unit: 

GHM-Housion : - ' 

Scheduled Closing Date: 

Drrcmbef 17 lO-tO 

CRB Industrv: 

Global Energy 8: 

Sell Down Daicfs): 

Not Aaplicable 


Mining 

(If applicable) 


CR£ Market: 

US South 



Account Segment; 

House 

Secured (Y/N): 

No. 

Syndicated (Y/N): 

No 

- Obligor Exception (Y/N): 

Yes 



(Eiceplion Amt.): 

S19 nvilton (t) 

Agent{s)/Anioant[SAtM): 

Not Applicable 

Liquidity, Pricing Exception 
(Y/N): 

No 

(1) Foilowac *e jcheduisd 12/17/1999 closing of NthaatiL 


Team Leader; James F. ReilW 1 Tel: 7U-«S4-2820 

1 Back-up Contact: Steve BailHe 

1 Tel; 713-6S4-2S87 

■KfRSnifRRnBMB 

Undrawn 


Uofront Fee 


N/A 

LIBOR ♦ SS b|a 

SIOO.QOO 


LT Unsecured RRforFadlity LTM LTM LTM. 

Ratwcsj Sate EBITDA Gross Int. Cove^se 

BBB*^aa2 4+ S^S-SbiffioB SZAbiHloB 3.ix 
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D'alTeam: 

i Global Loans; 

I Origination: 

1 Research: 

i Derivatives: 

1 Credit .Admin: ) 


James FI Reilly 
713-654-2820 
Sieve Baillic 
713-654-2887 

Sumit Mathai 
713-654-2868 

Adam Kuiick 
212-723-6449 

Carol Rooney 

713-6S4-3550 


A. PURTOSS 


Rtcommend approval for i new PSR line avaiUble to Global Derivatives for the “Nixon" crude oil prepaid, 
a S126 million transaction for Enron Corp (“Enron") with a tenor of up to ISO days. Final maturity is 
expected to be on or before 06/14/2000. Nixon is a financially senied crude oil forward sale tnnsaction 
tim is sitnilar to the Truman transactions, which closed ia 1999. Uve intent is to retire Nixon with 
Yosemite II, a 1195 million Ciri/SSB structured Bansaciion that is designed rcfirancc Enron bank paper in 
the UK long-term capital markeu, in the first quarter 2000. If Yoseniite 11 does not go forward, the prepaid 
will be refinanced either through a dollar (dominated Yosemite I! transaction or a syndicated bank 
prepaid. 

With this approval, Enron Total Facilities will be 5724 million. Oulsia-nding and unused commitments total 
5484 million, resulting in an Obligor Exception of $t9 million. These levels reflect the closing of the 
Naharmi transaction, representing an increase of S24J million (Nahanni is expected to dose ots 
12/17/1999}- As outlined later in the "Enron Exposure" section, the Yosemite imfsaction reduced Enron 
exposure by 5530 million, with the repayment of Truttun and Rooseveit transactions. 

At the December 17. 1999 dosing, we e.xpeci to receive an upfront fee of 5109.000 on Nixon. The 
nansaction yields a 55 bps drawn cosL Through «3t directly connecred witfs Yosemite II, Nison does 
facilitate the execution of Yosemite II. Yosemite n is expected to ytdd Ciii/SSB revenues of 
approximaiely.SO.O million b bond underwriting fees and la excess of SIO.O in other assoebted revenues 
iljoughout its temi, and has a similar structure to the SS25 millioa Yoscmiic transaction that closed on 
U/1 S/1599. 


3. Summary 
Transaction Description: 

The Nixon transaction is expected ra close on 12/17/1999, with Citibank advancmg SI 00 million in 3 crude 
oil prepaid for.vard sale transaction. The transaction is expected to bave a tenor of up to 180 days, with 
payment of priacipal and intaest scheduled on or before 06/14/2000. lacludmg calculated exposure on the 
associated comciodity pike swap, Nixon related eqjosurs t«als $126 tnidion. Nixon is, in principal, 
similar to Trunaa. a 5400 rwlliaa PSR (5337 million funded) Citigroup axiaaged oil prepaid that closed ia 
September 1999 and was repaid on 1 1/18/1999. Truman was a financially settled transaction. 

At exeoiticn. Citibank will pay Eaton SIOO.O million, derived as &e product of a rwroiaal camber tsf 
barrels of oil and the 12/17 crude oil price. At nsamrity, Enron wai deliver cash equal to the nomim 

number ofbarreb at da then currem index piicemseakoutstaadioss under Naoo. Coaaoodity pnee 

ami consequently shortaU retfiired to mai* up balan ce of the loan is covered m a cotmaxtirr 
swap with Tnronin Demimao. Under the terms cf the swap agr eem e nt . Torooio Doo^en W 
Citibank the fixed price on the nominal barrels, in exchange for the value of the notn^barrett at 
future index price. The aggregate of the o^wsures tadet diii transaction will be coveted by the Jub 
milli on ESH, for which we are seeking approv^ ia tins memo. 

Barclays and Royal Bank of Scotland will execute Identical SlOO milKon oil-prepaid transatkons with 
Enron, vdiich will close simultaneously with Nixon. Toronto Dormnion wUl enter into commodity swaps 
with Barclays and Royal Bank afScotland, respectively. 
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Refinancing Plsn: 


Yoscmitg It 

Ciiibank expects 10 eiiminaie the Hrvon exposure from Nixon via the £!95 million capital markets 
rransaction, ‘'Yosetnite II". arranged-by Citibank/SSB. [n Yosemitc II. a special purpose trust will purchase 
AAA iovestmenss and Enron loans from the bank market, totaling £195 million in aggregate. The 
purchased paper -will cctasst of crude oil'narural gas prepaids touhng 1155 miUioit Vosemite II is 
particularly valuable to Enron as a source of prepaids, because the prepaids under Yosemitc II can achieve 
tenors in e.xccss of those available in the bank market, Prepaids assist in balancing the tenors in the 
company's com-modity trading book. 

The trust xvill ft-nd itself via the sale of 20 year Earon-Ctedit-Linked notes. We expea exectnion prior to 
the end of the second quarter 2000. 

Enron Exposure: 

Recent/expected activity affecting our Enron exposure is outlined below. W‘th the close of the Yosemitc 
transaction. Total Facilities are S544 million. Total Outstanding and Unused Commitments are S362 
milliott, and our Obligor Exception has beer, eliminated. The Truman and Roosevelt Sarssactions were 
repaid with proceeds fromYosemite, which closed on 1 1/1 S/1999. Including exposure at the close of 
Nahanni and Nixon, we expect Total Facilities to be S724 million. Total Outstanding and Unused 
Commitments ofS484 million, and an Obligor Exception of 519 tnilHon. 


Net® 11-4-99 

(Tfumart) 

(Roosevelt) 

(Assierment cf364wlav) 

51,139 

(400) 

(130) 

(15) 

0 

Net (St Yosetnite Close- - 

5594 . • 

so 

Surety Revolver Reduction 

(20) 

0 

Kahanri 

24 

0 

Nixon 

126 

- 1-9 

Netf2jn-31-99 

' $724 

$19 ' . 


'Obligor Limit increased to Si50 mi’dian from S375 million in QS/99fof 4*- 

rated borrv-iven. At 11/3111979. Obligor excepiioe includes miscaHancoas changes ir. 

exposure totaling S(]4) million. 

In addition, we expect our SI! million coramirmeni to JT Holdings, Inc. (synthetic lease cnnsaction! to be 
repaid prior to December 31. 1999. We have purchase default swap protection totaling 5124 milUon. and 
have $30 million in Lenen of Credit from margining under commodity swap transactions. Our SSOrrillion 
exposure in the Surery Revolver is backed by two AA rated insurance companies. 
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EXPOSURE SUMMARY 
{in S iniUions) 


f'aciiitv Descrtnlion - 

Current 

Proposed 

Chanpc 

Nixon Crude Oil Prepaid 

SO 

S12S 

S126 

Total 

SO 

S125 

SI26 


Sarroiver: 

GfCID m 

LTUnzecured Ratings (S&f and }>foody's): 
futpate: 

DealSiitCSMM); 

Facililies (SHtMpTenar: 

UpjranC Fee {1) to Inveuars: 

Undraw; Cast (bps), FF or CF, (at curreif/expected ratings): 

I>rawit Cast (L/BOF spread in bps) plas FF(atcurreitt/expected ratings): 
Utilizatian Fee (at carrenye-xpected ratings): 

Ratiugs Fricing Grid 
Futancitd Caveiiaafs (List): 

Admin. Agent: 

Daciimentaiioa Aseat: 

Syndication Agent: 

Afraugemem Fee (2 or bps): 

Admin. Agency Fee (S): 


Enron Corp. 
t-AUm 

PSR line for Prepaid 03 Fmancinj 
SUSMiDioa 
S126 Miliion/«p so ISO Days 
SIOO.OOO 
N'oe Applicabi: 

55 bps 
Not Apciicibie 
Yes 
None 
Nos Applicabis 
Not Appiicibls 
Not Appiicibls 
Not Applicible 
Not ApplkabJc 


C- RZTUR.XS TO ClTiCORF 
Return on (ransnetion: 

VVe expect 10 generate revenue of 5375,000 as c result of the Nixon transaction, caruisting of a 5 lOO.OCO 
upftont fee and 5275,000 interest revenue. We ecpect to geaerate aRaroxsssatcly 43 bps of RCRAP, based 
on RAP assets of SS2.25 .taliLox.'HixDa is positwa'ed tb'tbtl into the Yossmite il transacsion. Yoserrite II 
is e.xpecicd to geneiate 52.0 iniilton in bond underwriting fees and in esetss of SIO.O million of other 
associated revenues. 

Return of the Reiaiionship: 

Revenue YTD September 521.5 miihca 
12 Month 199S Revenue: SlbJmjILcn 

RORAP YTD September: 286 bps 
I998RORAP: US bps 


D. MAKAGEWEa«T A«0 RELATIONSHIf BaCXCROCNB 

We connnsie .to inatnain aa attractive, strong rclationslup with Enron; one dat wU provide over 5^ 
minioa in feveataa in ! 999 at «.xB-«bove htirdfe RORAP levels. Oar asccess las beta sxasati 
by roanagernem’s cooifcit la our expense and abili^ to stnicture, anange and syndicate the company s 
'‘more-diSiedr, tins-cosaserassdflsaacisgs. 

Aa “Citigroup”, we are oow presoUed with additioBal opportunities with the company. Spwiticany, 
Cas/SSB was awarded roles in the coinpaay’s »noi»a ei^iaQr vsoaaxs in Febniwy. eschan^ble sates 
issuance (related to the SOG share exedaage agttexacat and rdated EOG equity offeria^in My), uw recent 
Candor stniewred bond transaction, aod most Impoitaiidy ti» hi^ profile Yoseniitt trarsaetjoa. ti 
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addition. Enron has recognized Aat its key relationship banks have iDcurrol increasing te\-cls of «posu«r 
10 the company. Consequcnily, Enpn has taken several aeps lo reduce exposure inciuding the Yosenutc 
transaction, which reduced Citibank’s exposure to Enron by S530 million. However, Enron continues to 
believe that with our expanded role in the bank, bond and equity markets, and reduced e.tposurc levels 
should come the willinstiess to commit capital resources as necessary. 


E. CsEDiT Update 

Please see Enron Credit Update that is included in the Mahanni approval memorandum dated Il'4/1999, 
which is part of this approval package. 


F. E.XHtaiTS 

1. E.XROh' .-UN.NU.A.i;. RtVIEW 

2. GMP-M 


23 
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Original Message 

From; Kirk, Niels C. 

Sent: Monday. December 06, 1999 9:51 AM 
To; Reilly, James F.; Kulick. Adam SSB.; 3ail!ie, Steve 
Subject; Yosemite 2 - Interim Solution 
Importance: High 

Guys. ‘ 

[ spoke top Treasa this morning and provided our 
indicative pricing for the pre-paid. 

Front-ends; 3250,000 

Margin: L + 65 bp p.a. 

Tenor: 90 days' 

' Treasa feels that 90 days is sufficient. 

I spoke to Peter Charles of SSB syndicate. He 
confirmed that the bond ’take-out" success hinges 
on RBS and most importantly the Prudential. Charles 
is very reluctant to put any probabilities on the success 
of this deal in the Sterling market (i.e. he doesn’t want 
to be quoted as providing our first way-out...). 

We should have a conference call this afternoon. 

Niels (+44 171 500 2433) 

Kirk, Niels 

f^rom: Kirk, Niels C. [Niels C. Kirk /70EULON] on behalf of Kirk, Niels C 

Sent 08 December 1 999 1 6;46 

"Tot Reiify, James F.; Kulick, Adam SSB.; Baillie, Steve 

Subject: Nixon - Interim Solution 

Importance: Hign 

Following various conversations, this afternoon 
I put on my cowboy hat and negotiated/agreed 
the following fees for Nixon with Treasa; 

Front-Ends; $200,000 

Margin: L + 65 bp p.a. 

Treasa now want to know where we stand on 
the credit approval as the want to trade next 
week. 

Niels 

p.s. 1 love working without a calculator... 


— Original Messag e ■ 

From: Kirk. Niels C. 

Sent: Monday, DecamberOe. 1999 9:51 AM 

To: Reilty, James F.; Kuiick, Adam SSB.; Baillie. Steve 

Subject: Yosemite 2 - Intenm Solutksn 

importance: Hign > 
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DERJVATIV'E CREDIT FORM E-MAIL TO GMCD-OERIV {NAME / ID i!/ SUBJECT) 

Cfc<JiiAppre'aiGiv;nBy Shore WiliiOfTs’ faj *: 79,1-7955 

To c.'nfion > crttal cretlit approval for (he follov'mg trartsacroa: 

SECTION 1: TO BE COMPLETED BY DERIVATIVE TRANSACTOR 


Legal CoL-Rier^any Nante: 
Transaction Reference =; , 
£ar!y Cash Senicracai: 
P~':Mandaiory 
i lOptioaai { Citi On.y ; 
f~]Qp!ionai(Tbit{l Party Only) 
QOptionaKEiiher Party) 

Cjsh Senie Date: 

•VluJiiple Roiiovn Dales: 


NoHfKai-ion Days; , 

Pcrrfoiio: 


EhfQh Nonh America, inc. 


509902S7 


S eSNA. 

□ 


Pinduei; 


0 

j jCap'FloorrCgilar 

□ f«* 

QEquiryOCTvaBve 

r] cmcA 

I^Coniniodity Dcriviave 

1 j Swapaon 

QOthen 


Trade Date: Decentber 14. 1999 

EfTcceve Date: Decembgr 15, I.Q99 

Maturity E>ate; Mt^ch i S, 2090 

.Tenor 

Nooonai Aroousl !SMM): S iG4.OOQ.OOC 

Macrix (bps p.a.); 

MLiV(SMM): S2i.340.DC0 

Cross-BorderRisSiApfsoysd: 

Dean Risk CSMM>; 

( if applicable ) _____________ 

Setllexaaai Risk{SM.M)r 
( if applicabie ) 


Total Approval Ameuat (SMM) 


TfsdiT/Crisinator 

Tettw: 1 

(irsciupg oi infers hxes i-setj. coKsted 

c>civtTi«nt ichoavites ter irKs.owtcrvacI poitneire a' 

rnriiiRi-rtPaiTorirSnUsoii 35 03% 

Ctedi! Jlisi: Facinr ; STANDARD 2] 

SPECi.Al Q 

DoesTHEOiEDrr risk 

FACrOR REQUIRE: 

AKETTfNGACRHEMENT (J 

AMASGININGaGSEEMCNT 2] 

•Slfspecixl CSF is CRP Uni! Ciomadl 

(Requirea .Signwnrcv gndajttBpsf 

CMtBBe^ Sw,p a oMt of C«Ai Prepey 





ACTION 2t 

FOR NON-PAL NAMES ONLY: TO BE COMH^TED BY CONTROLUNIT 

-Paciliiy Number: 

Credit CiassifissUioe 

Cmcflt Acwovoi g(ve<- viaccoracncewm 

Revision Date: 

Ca'ClD; 

ma ftoses &3ve<nfv3 -t* Citertson of CrecSt 


FaitNUmben . 


Conttni 1 Jnii Exoetsc Code 

•pSkSiraO 4-.;?ryar.»n»s ana SSaraca) 


SECTION 3; rog PAL NAMES OMtV; TO BE COMfLETEg 8T CAT ITM. MARKETS CRES fT A11M1N1ST»AT1QN_ 
Revision Date : AHocaiisn from Pre-Approyed Lkc 



PteoesignSmneindwafiiiiiiiSjnaBvlMbDiArEL'* o; 
Capittl N&rtMS ioVESwCwfit. tTY IPetivtaves Ciedls DoX 
Park Ave.'ldi FkJZont IS. NYC 
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CWM - Credit Derivative ® 

■iahis: Preparingaso.12/14/S9 i0;20;oa am 

Deal#: 50S90237 Vsr.1 

Ong/T'ader Timothy Swanson 

Trader: Doug Warren 

Linked Deal #: 50990230 

Trade Date; tan ASS 

Broken 

Legal EnBty: C8HA 

Deai Type: 


COUNTESPABTY INFORMATION 

PBG: ho 

Executiort Copies: No 

Name; B^ron North Am«iea, Corp 


Customer iO: 

Contact; 

Telephone; 

Fax; 

ECONOMIC INFORMATION 

Currency USD - US. 


Expiration Type: 

Exercise Date: Exercise Frequency: 


CancellaOie By: 

Swap Settle: 


AmoniiaBon Ati: 

NolionaS; lOSmm 


Eff. Date; 12/iaS9 

Term. Date; iSS/IS’ZOOO Adj.; Ye* 


Brokerage: 



Prsmium: 



Paid By; 

Business Days: New York, London 


Payment Data: 



CITIBANK PAYS:F5x*d 



Spread W- no spread 

Spread bps: Rata: Other 


First Period Rate: 

Rate Source; 


Day Basis: A/360 

Wsi^tsd: No 

Bus Day Con: Mod. Following . 

SatU. Freg; Daily 

Seta. RoB Date; IS 

SeRJ. Adi-: Ye* 

Reset Frecp NM 

Reset Ffeif Date; IS 

Res« Adf.: Ye* 

Compounc Freq: 

Compound Roll Date: 

Compound Adj.: 

Begin Stub From; 

Begin Stub To: 

Begin Stub Index: 

end Stub From: 

Bx! Stub To: BW SW5 Irjdex; 


CUSTOMER PAYS; Ftoatfetg 



Spread W- no spread 

Sps: 

Ra»: Other 

First Period Rate; H/A 

Rate Source: 


Day Ba^ A/360 

Weighted: Ho ! 

Bus Day Con: Mod. Foflowfng 

Seta. Freq; At Maturity Onty 

Sew. Roll Date; 1S 

SotB. Adj.; Y*» 

Reset Free; N/A 

Reset Roil Date: IS i 

Reset Adjusted: Ye* 

Compound Freq: 

Compound Rotf Date: * 

Compound Adjusted: 

Begin Stub From: 

SaginSufcto: I 

Begsi Stub index: 

End Stub From; 

End&ublo: 

End Stub Irtdex; 

OTHER INFO 



Step up Rate: 

Step up Date: 


Relsrenc* Cradts: 

CUSiP: 


TRS RoRoft 

ITS Clean Prica: 

TRS Dirty Pries: 


TR3 Clean Start: 

ms Dirty Starts 


TPS Clean Finish: 

mS Dirty Fnteh: 

l^-iRoRt F^ytTHHit of $104,900,00010 if mad« on ISnsm 

Customer 

Rxad 

Portfolio 

Enron North Artwrtca, Corp 


Credit De*K 


Rocting 

.. . 


Roatfns Rat* i* Aprti 2001 NYM0C CnxM Puture* Contract 


PAYMENT iNSTRUCTIONS Bailc 
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Account #: 


CREDIT 

Early Cash Satn«; No 
Notif/Sesls Time: 
Rre-Sart;. Risk: S 


Credit Ride Fsaor: 
Cash Sottl. Proc Aft 
Casti Sett). Oatels): 
Sestement Risk: S 


DeiefrairS 
Eaininga; S 

niyi: 


MIS;S 
MIS To; 

RM Telephone *: 


Special instruetksnsr CItIto paySliM.CCO.OGOfo thecustomefon t2?1Sr59 
Fioafing Rate Payer = Enron North America Corp, 

Roating Amount * 5^7,814 BBUs a Pioating Indax 
Fioatng Index a April 2001 NYMEX crude tulures contract 
Fioatlog Index Detwmination Date • 375aitX3 
Settlement Payment Date = 3/tS/OO 


Ref. Account 

Master Agreenent on Fite? Don't know 
» Days Notif.; 

Margining; 

Total Approval Amount 

Ma'rix: S 
Expense Code: 


S,S47^4 BBU caiculBted, in conjunction with TD swap !*509S038), to pay InterMt and principal on S104.00MM advance 
on larSrSS, based on AprilOt closlog (CUt) price of S19.78/ bbl 
Paymam = S104MM i{1 + 91;'3S0 x {6.12% (!.«%)) = 51 05.779.761 


Deal if carved out of existing margin agreement TTireartoid for cm posting under, axisting margin agreement is increased 
to ssa itM lor term of this irensactiofl. 

Coi'rflnTttUcn Inatrjolom: 


New or S^ isitnc cordimi: ' . . . 

A) Use Existing approved form 

B) New transacSon - New specific confirm to be used 


!l 'New confirm': 

Tmnsactoi responsible for firali^ig; 
ResponsiPle Legal/ SPDU Contact 

CcHiSim Seta (spedty if draft sent to citstomer); 
Any other speca! instructions; 

Attach GK Semens Here; f 


Originaaf/Tfadwl 


Traders 


Operatiorra 


CONFiDENTlAL 
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Transaction Memorandum 

Enron: Project Yosemite 

$5D0MM > $1,500MM Defeult Swap and Credit Llr^ked Note 
DAC Meeting: April 6^ 1599 

Purpose: 

This purpose of this memorandum is to obtain preliminary approval to seek a mandate 
to provide Enron’s top tier banks with $500MM to S1,500J>^ of Enron default 
protection. Enron has a^ed Citibank/SSB to design a program that Enron can use to 
relieve credit capacity with their top tier, banking relationships. Citigroup has 
proposed a solution whereby Citibank will either provide default protection to Enron’s 
banks or effectively purchase their assets and in turn purchase protection from a fully 
capitalized SPV. Of specific interest for this meeting is our ability to assume some 
amount of basis risk between purchased and sold default protection and the treatment 
of the transaction on Enron’s CA- _ 

Client Need: 

Enron puts a high degree of value on the innovative transaction brought to them by 
Enron top tier banks. These transactions have historically provided Enron with 
various forms of off balance sheet financing, tax efficient feancing or cost effective 
equity-like financing. Recently Enron has been finding restriction in the capacity of 
the bank market to absorb Enron credit nsk imbedded in friese transactions. Enron is 
therefore seeking innovative solutions to increase bank credit capacity for their name 
while preserving the value added components of these deals. 

Enron has outlined the following objectives for a transaction: 

1. Increase bank credit cap^ity; 

2. Maintenance of existing balance sheet treatment of transactions; 

3. Expand investor base beyond commercial bank/top tier institutional investors; 

4. Cost-efficient funding source; 

5. Target size of facility SlBtN; 

6. Minimize rating agency disclosure; 

7. Have the ability to substitute facilities; 

S. Minimize income losses tc banks that would result if banks soTd*their holdings at 
ctixrent discounted market prices; 

9. Maintain bank group in existing deals. Ideally, banks who are not lop tier 
participants in deals will be unaware of the “sale” of the existing positions of lop 
tier banks; 

10. Close quickly. 

Enron has identified several liabilities that vary in credit seniority for potential 
inclusion in a credit defeasance structure. Citibank has chosen from these several that 
we believe to be the equivalent to senior unsecured obligations of Enron on which 
develop a solution. 
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Proposed Structure: (Defauit Swap Structure) 

Citibank has proposed two transactions that meet Enron’s objectives. In the first we 
provide default swaps to Enron’s top tier'banks on specific Enron liabiUties. Citibank 
will in turn puitbase default protection fiom an SPV collateralized with AAA rated 
asset-backed securities. To purch^e the securities, the SPV will issue notes or 
certificates whose repayment is conditional on certain Enron Credit Events and the 
market value of Enron senior ui^ecunsd debt obligations. 

Protection sold by Citibank will have as Reference Obligations either Enron 5-year 
revolving credit facilities, the A-Notes of synthetic lease transactions, or other Enron 
senior unsecured obligations. Protection purchased by Citibank will have as 
Reference Obligations senior unsecured debt ofEoron. These are likely to be bonds 
and loans of Enron. 'Oiere is clearly a small amount of basis risk in the trai^ction. 
Enron views our ability to understand and assume this basis risk as important to the 
mansaction. This will be discussed later in this document. 

Execution of default swaps provides die banks with credit protection that: 

1 . Provides RAP relief; 

2. Defeases risk without recognition of a gain/loss as the assets are not sold; 

3. Enables the bank to h^ge existing deals without selling the exposure and 
disrupting the bank group. 

Investors and rating agencies see a simple Enron Credit Linked Notes with repayment 
similar to an investment in a direct Enron obligation. The investors will receive a 
premium over a direct Enron obligation but pricing will be relatively tight, as there is 
little structural compkxily in the transaction. 

GAAP and RAP Assets: 

The proposed transaction should not be consolidated for accounting purposes and will 
not result in GAAP assets for the bank. This still has to be confirmed by financial 
control and accounting policy. 

The ideal RAP treatment for the transaction will be for Citibank to only have 
counterparty risk capital for the purchased protection from the SPV. Evan Picoult is 
evaluating a transaction with similar “basis risk” to determine if and what amount of 
specific risk coital must be retained by Citibank. If only counterparty capital is 
included, Citibank would recognize a 4% risk adjusted asset. 

Credit Risk Exposure; 

Credit Risk Exposure will be to an SPV collateralized with AAA/AA rated asset- 
backed securities. The CRE will be a function of the tenor of the transaction but could 
be as high as 100% in most circnmistances. 

No exposure will be ritown on Enron’s CA for friis transaction. 
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Booking: 

The default swap transactionsjvill be booked as standard default sw^s in GK. Pricing 
for both sides of the transaction' will be detennined by obtaining market bond price 
data for Enron. 

Legal: 

Certain Enron liabilities will require legal review of the underlying documentation and 
opinions to determine their credit seniority. 

Outside counsel will be retained and will work with Don Bendemagel if a mandate is 
awarded. 

"Basis Risk”: 

It is our intention to assume basis risk where we are reasonably certain that the dollar 
amount of such risk is minimal. We believe that will be the case where we purchase . 
default protection on Enron bonds and sell default protection on senior unsecured 
loans. Citibank’s experience has generally been that in the event of default, the 
recovery rates on unsecured loans exceed that of unsecured bonds. 

Highly specialized assets will require more scrutiny. We have undertaken a 
prel iminar y investigation of synthetic lease transaction (ADP - Asset Defeasance 
Product). Based conversations with outside counsel and Eli Hassine (see attached 
email), we are reasonably comfortable that A-Nbtes of these transactions will trade the 
same or better than senior unsecured loans: 

1 . The A-Notes are in no worse a position than that of a general creditor 

2. The notes have a third mortgage interest in the underlying building behind the 
B-Note and C-Note holders. Combined, these claims are only 1 5% of the 
original building value. 

3. These facilities when syndicated usually command spreads similar to that of 
the lessee’s senior unsecured loans. 

4. $6BLN to $8BLN of transaction volume is executed per year 

Profitability: 

Citibank/SSB has shown the client the following pricing; 

Up front Structuring and Placement Fees: 1 % 

Ongoing swap spread ISbppa 

Basis Risk Cost TBD 

EV revenues for the firm will be as much as 1 .8% of the notional amount placed. 
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Alternative Strvcture: (Hybrid Structure) 

In a variation on the above strucnire the SPV purchases assets directly fiom the banks 
and purchases a default swap wrap from Citibank; 

Al Inception: 

1 . Investors put cash into the Trust in exchange for Trust Certificates 

2. The trust purchases assets from the banks (e.g. Synthetic Lease Transactions) 

3. Trust enters into a Knock-Out Total Return Sv/sp with Citibank 

During term of Transaction: 

1 . Under the Knock-out Total Return Swap, Trust pays cash flows received on 
Trust assets to Citibank in exchange for floating payments (e.g. LIBOR+95bp) 

2. Trust exchanges floating payments received from Citibank for fixed payments 
under interest rale swap with Enron. 

At maturity (no Enron default): 

1 . Synthetic Lease A-Notes mature with principal payments by Enron to the Trust 

2. Under the Knock-out TRS, Trust pays total return on Trust assets (payment 
received from Enron) to Citibank and Ckibank pays amount equal to the face 
amount of Trust Certificates to trust , 

3. Trust distributes payment received Citibank to Trust investors in 
exchange for Trust Certificates 

4. Credit Basis Swap terminates without any action taken thereunder 
Upon an Enron default: 

1. Knock-out Total Return Swap terminates 

2. Trust physically delivers Trust assets to Citibank in exchange for a payment 
equal to the value of a Reference Obligation of Enron (a publicly traded, 
senior, unsecured obligation) 

3. Citibank’s payment obligation may be satisfied by a payment in cash or, if it so 
elects, delivery of Reference Obligations with a face amount equal to the face 
amount of the Trust assets 

In our original proposal Enron would provide Citibank with a hedg^ron the basis risk 
byway of acollaterizedswap. ^iren has asked that we indicate ourabEitj- to execute 
this mansaction without the basis risk hedge. As such, several issues remain 
outstanding in diis etructuie: 

Booking; 

1 . The trading desk is writing an “unhedged” contingent total return swap for up to 
5 to 7 years. This would likely require an MRPC exception. 

2. Can the transaction be booked in a fashion similar to the proposed transaction 
that would not result in any P&.L swings. 
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Banks: 

1 . Will the banks be comfoftable taking a hit to there P&L if they have to sell the 
asset at current market prices 

Accounting: ‘ 

1 . Can the SPV remain unconsolidated with Citibank 
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Schooley, Broofca D 

From: Jaims 

Sent Tuesday* Ausust 24, 1999 5:16 PM 

Tk ScfKioiey, Brooke D 

Subjoct: Rating Agency Discussions 



Brooke: 

To bring you up to date I am attaching the correspondence we have sent so far to Moody's and S&P. The memo 
below went to Gerry Gluck at Moody's and the Summary went to both Moody's and S&P. 

Jim 


Gerry: 


As we discussed yesterday, we believe that in assessing our proposed credit linked note structure the 
likelihood that the Company fails to pay on an obligation in the trust is a key point. However, we 
believe that the proposed transaction is structured to ensure that investors bear identical risks to 
bondholders. 


Likelihood of default 




f/j-- 


• Each obligation in the trust will be of material size. Therefore, a default will he a material event 
to the Company. We believe that it is unlikely that the Company would choose to selectively 
default on a material obligation. 


• All obligations in the trust will be bank financings. 


• All obligations can be characterized as general claims on the Company. We are prepared to have 
a reputable law firm opine that the obligations in the trust are payment obligations of the 
Company not contingent on the performance of other parties and would in a bankruptcy of the 
Company rank pari passu with other general unsecured claims of the Company. 


• You raised the question of *e probability of default on tnist assets versus other cla^. It is not 
clear whetiier any company would sooner default on bank financings versus public debt. 
Intuitively it seems the reverse shoiild be true. To take the argument to an extreme one could 
argue that one series of public bonds is more susceptible to default than another based on issue 

^ I size, coupon, or maturity. To the best of our knowledge analysts do not differentiate among 
^ bonds based on these factors. Thus, we believe general claims are general claims and it is 
T impossible to distinguish any difference in the probability of default among them. 

• The Company's bond indenture does not have a cross default provision across series. Therefore, 
the Company may default on one series without regard to any other series. However, all of the 
Company’s serial bonds are rated the same. 


Failure to pay Toithout bankruptcy 
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• Although we consider it unlikely that the Company would default on an obligation in the 
trust without causing *e Company to be forced into bankruptcy, we have taken steps to 
protect investors from this risk. Specifically, Citibaitk will sue on behalf of the trust for 
fji V payment of the trust s claim. Generally, Citibank will pay to the trust any difference between 
' \ ?\hA “'y nonappealable final judgment rendered by a competent court and the face 

\amount of the Company obligation held by the trust In the extreme case, should a court hold 
that the value of the Company obligation is zero. Citibank would be obligated to pay 100 
cents on the dollar to the trust 


Bankruptcy 

• If the Company were to go into bankruptcy and the bankruptcy court determined that the 
obligations held by the trust are worth less than certain publicly traded reference bonds of the 
Company, Citibank would again make up the difference between the value of the Company 
' obligation held by the trust and the value of the reference bonds. We may settle in cash or 

remove the trust obligation and replace it with a reference bond. 

In summary, SSB beUeves that the proposed credit linked note stmctuie creates a security that has risks 
identical to the risks home by holders of the Company's pubUc bonds, and therefore should have the 
same rating as the Company. 

We look forward to continuing this discussion. Again, thanks for your time in working through the 
issues on this proposed structure. 
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Contidgntiil Transaction 


Transaction Memorandum 

Project Yosemite 

S[L0f Billion Credit Default S>*-3p Structure Referencing Enron Corp. 


Client Need: 

Enron Corp. ("Enron"), a Tareei Market customer, engages on a rssular basis m highlv 
structured financings ("Enron Structured DeU") with a select group of banks. These transactions 
provide signilicani value lo Enron ’-n that it can finance capital needs u-hiJe maintaining 
favorable accounting and rating agency treitment. [n planning its capital needs, Enron has 
become' increasingly sensitive that its ability to continue executing these transactions is 
constraineo by limited bank credit capacity. Tnc purpose of the Yosemite transaction is to 
enable Enron to create adciiional credit capacity for itself m the bank market by shifting Enron 
credit risk from the bank market to the capital markets withoui affecting existing rating agency 
and accounting rreatmem of the Enron Structured Debt. 


Citigroup Solution: 

The Y'osemite structure is designed to free, up Enron credit caoaciry at Enron’s key banks (the 
"Enron Banks”). Yosemite is a trust structure that raises funds in the capita] markets to:' . 

(i) purchase Enron Smucrured Debt from the Enron Banks; and 

(ii) purchase certain .AAA Investments that will act as titc collaieial for the benefit of 
Citibank under default swaps referencing E.nron written by Yosemite to Citibank 
(Citibank will, in turn, offer default protection to selected Enron Banks). 
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Diagram and Mechanics: 



(i) Yosemite will raise approximately S800 million lo SI billion of funds by issuing (i) 

- 925 million of Notes and (ii) S75 million of Certificates. The Notes will mature in 5 
and 7 years. The Certificates will be subordinate in nght of payment to the Notes. 

(li) The proceeds from the issuance of the Notes and the Certificates will be used to purchase 
Permitted Investments, consisting of AAA Investments and Enron Structured Debt. 
Enron Structured Debt will include payment obligations supported, in whole or m pan, 
directly or indirectly, by Enron. 

(ill) The Permitted Investments may be changed over time provided that both Enron and 
Citibank agree to any substitution. Citibank will select all AAA Investments. 

(iv) Citibank and the Trust will enter into the “Citibank Swap" which will provide the 
following (as long as an Enron bankruptcy has not occurred); (a) all interest on Pcrmined 
Investments received fay the Trust will be paid to Citibank: and (b) Citibank will pay to 
the Trust the coupon payment on the Notes and yield payment on the Certificates on each 
interest payment date. 

(v) The Citibank Swap will also function as a credit default swap in which Citibank will 
protect the Trust if, in an Enron bankruptcy, the Enron Structured Debt recovers less chan 
Enron Bonds. 
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!.’■■!) Enron and Cnsbank will enier mio the ' Enron Agreement" which wsH gpvem asset 
substitutions and will conratn cenain periodic paNTncnts which have the effect of 
convening ahv fixed casbtlows to tloaiing. The Enron Agresmcn! requires that both 
Enron and Citibank approve any asset substitutions (i.e., Enron is unable to place assets 
in the Trust without Citibank's prior consent). 


Risks so Osibank under she Citibank S*^'ap: 

Tne Citibank Swap.ts designed to insulate the Noteholders from any risk that Enron Strucaired 
Debt held by the Trust results m greater exposure to Enron than would an Enron Bond. 
Essentially, in the event of a Bankruptcy of Enron, the Citibank Swap wii; protect Noteholders 
from any dimtnuiion in value of t'ne Enron Smucared Debt held by the Trust that would not be 
present if the Trust were holding an equivalent principal amount of Erjon Bonds. (.-Vn\- e.vcess 
value vvould be paid by the Trust to Citibank under the Citibank Swap.) 

Accordinsiy. Citibank is exposed to a nsk that the recovery on Enron Structured Debt is less than 
ihai on Enron Bonds (i.c., Ciubank takes basis nsk on recovenes in the event of an Enron 
bankruptcy). Under the Enron Agreement, Citibank and Enron must jointly approve any asset 
substitution and the pnee Citibank receives for assuming any basts nsk berw-een the new Erron 
Stnicmred Debt and Enron Bonds. Derivatives wUl mamtain, as pan of the Credit Denvatsves^ 
Product Program, a process for evaluating and approving any basis nsk on Enron Srrucrured 
Debt, Such process will be completed poor to any proposed substitunon. 

In addinon. if Citibank has wnnen default swaps to Enron Banks, the hedge provnded b> the 
Vosemite Trust will be secured only io the extent of the v^luc of the AAA. investments held by 
the Trust. .Any losses on the AAA Investments will result in a diminution m the value oi 
Citibank’s collateral. However, this nsk is viewed as remote. 

Upon a bankruptcy of Enron. Citibank will satisfy its obligation under the swap by either: (a) 
delivering to the Trust senior unsecured obligaTior.s of Enron in c.xchange for a like face amount 
of Permitted Envesrments; or fo) paying to the Trust any deficiency between the recovery va:ue of 
senior, unsecured obligations of Enron and the recovery value of the Enron Structured Debt, both 
determined at die conclusion of the bankruptcy proceedings. 


Initial Enron Structured Deid: 

It is expected that the Enron Strucrured Debt will consist of a (i) S800 million prepaid oil 
•derivatives transaction (the “Prepaid"), (ii) an adjustable note (the Negative Carry Note ) 
designed to pick up any negative carry between (a) the Note coupons and Certificate vneid and 
(b) Lhe yield on the Trust's assets. •' 

Prepaid: Please sec attached Yosemitc Funded Prepaid Description for a diagram ot the 
stnicmre. Basis risk between denvarives’ claims under the Prepaid and senior unsecured claims 
have been analyzed both by internal counsel and by Milbank. Both miema! and external ^o^scl 
believe that the nsk of a difference m the recovery rates of the S8Q0MM prepaid and SSGOMM of 
bonds IS remote. 
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Adjusiabk ,\’o(e: Enron has agreed lo include among me Pennitted lovestmenis an adjustable 
note, The adjustable note v.'ill be designed to pay any negatise carry- that exists faeoxeen the 
other Permitted Investments and the Note Interest and Certificate Yield. Uncer the Ea'-on 
Agreemem between Citibank and Enron. Enron agrees to reimburse Citibank for any nega’i\-e 
carry. The adjustable note is also designed to insulate Citibank from Enron Failure to Pay nsk 
and by its terms will protect the Trust from defaults under other Enron Investments by adjustina 
its payment streams so that it picks up any missed payments (e.S5entiaI!y, the note acts as a first 
loss cushion). 

Equity In vestment: 

Please see anached Yosemite Equity Investment rriemo. 


Credii Exposure: - 

The transaction will create approximately S3f .5 million of additional credit exposure compnsed 
of the S37.5 million due to the indirect purchase of the Trust Cemficates. This e.xposure will not 
be equivalent to a loan exposure as Citigroup will not have a direct claim to Enron; howe%er. this 
exposure will be hedged by the operation of the Ciuoank Swap as described above. 

Please note that execution of this transaction will enable Enron to repay appro.'nmateiy S400 
million of prepaids currently on the Citibank CA. 


Expected Revenues: 


Although pieces of the transaction are continuing to evolve, expected revenues equal 
approximately the following: 


Deal Size 

Sl.O billion 

S800 million 

Assets 

Prepaid, AAA Investments 

; Prepaid 

Note Issuance 

5462.5 million each of 5 
and 7 year maturities 

; S362.5 millior each of 

5 and 7 year raatunties 

SSB Bond Fees 

S5.0MM 

S3, 7 MM 

Prepaid Fees 

1 1.3 .MM ! 

1 1.3 MM 

Yosemite Equity . 

4.6 MM ■ ; 

4.4 MM 

Default Swap Fees / LIBOR earnings 

2-1 MM 

0 

Total ' 

S23.0 .VLM 

SI 9.4 .MM 


Accounting Implications: 

Accounting Policy has indicated that the Trust will not be consolidated with Citibank as Enron 
will own 50% of the Trtist equity and is the pnmary beneficiary of the Trust, Citibank docs not 
have a direct, fi^cd ownership interest in the Trust and Citibank will not have decKion-ma'eng 
authority with respect to the Trust. In addition, for Risk Based Capital purposes, the Citibank 
Swap will function as offsening purchased and sold default protection on Enron. 
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Yosemite Equity Investment 

Overview 

Project Yosemiie's Trust requires S75 MM of equity. !t ts contemplated that Enron will 
provide S37 5MM directly to the Trust, and that Citigroup, through Salomon, will synthetically provide 
S37 5MM. For Ciligroup's portion, a balance sheet provider will invest S37.5MM and enter into a total 
return swap on the equity with Salomon. Consequently, the balance sheet provider is exposed to 
Salomon risk only, and Salomon assumes the equity exposure. 

• Yosemae Swips 



The equity in Yosemite absorbs any losses in the Trust before the Notes; accordingly, the recovery on the 
equity is zero if recovery in bankruptcy on Enron bonds is below 92.5 cents / dollar • a likely 
occurrence. Citigroup hedges its exposure to the equity through the Yosemite Swaps that Citibank buys 
and sells to the vehicle. The Yosemite Swaps are structured so that the net of swap payments and 
equity loss in the event of an Enron bankruptcy has recovery characteristics superior to 
those of a standard plain vanilla loan for Citigroup as an institution. 

Calculations 
Assumptions 
Notes 

Total Equity 

Swap Notional Citibank Payments 
Swap Notional Trust Payments 
Citi Equity Investment 


Recovery Rates 

Enron Investments 

Bonds 

20% 

20% 

30% 

30% 

50% 

50% 

65% 

65% 

75% 

75% 

Funds Flow at Bankruptcy 

Swap Payment by Citibank 

Swap Payment by Trust 

Net Swap Payment to Citi/(from Citi) 
Loss on Equity 

$185.00 

$200.00 

$16.00 

($37.50) 

$277.50 

$300.00 

$22.50 

($37.50) 

$462.50 

$500.00 

$37.50 

($37.50) 

$601.25 

$650.00 

$48.75 

($37.50) 

$693.75 

$750.00 

$56.25 

($37.50) 



Note that Citgroup's exposure is superior to that of a standard loan, as the institution only experiences a 


S925 

S75 

S925 

$1,000 

S37.5 
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loss if recovery is below 50 cents/ dollar If recovery is greater than 50 cents/doiiar, toe institution 
receives a windfall payment from the Trust. 

Booking Mechanics 

It IS contemplated that Citibank GR8 will book the equity exposure as S37,5MM of 7-year Company 
'i^osemite exposure, and that Citibank GRS and Citibank Credit Derivatives will enter into a 'Recovery 
Rate Swap" m order to modify the GRB’s equity recovery value to achieve the favorable economics 
outlined above. Under the swap. GRB will pay Derivatives a fixed recovery rate of 50 cents/dollar in 
exchange for receiving the actual recovery rale/dollar on a S75WM notional amount. The .swap will be 
settled at the earlier of the end of Enron's bankruptcy proceedings or 7 years. 



Returns 

Citgroup will receive approximately LIBOR + 5,00% on its S37,5MM exposure. . 

Summary of Position 

Salomon has total return swap on S37.5MM of equity. Citibank GRB and Citibank Derivatives execute the 
Recovery Rate Swap, in combination. Citbank GRB takes S37.5MM of credit exposure to Company 
Yosemite, with a superior return and recovery position to straight Enron debt. This superior return is 
possible because of an overcollateralization: i.e. payments made by Citibank, will relate to the Noteholder’s 
92.5% interest in the Yosemite'Trust Assets, whereas Citibank will receive a payment on 10Q% of the 
'I'osemite Trust Assets. 
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SALOMONSMimBARNEY 

A member of otxjnxflJT 


Interoffice Memo 


DATE: October 26, 1999 

TO: Fred Chapey. Eleanor Wagner 

FROM: Lynn Felntech. Adam Kulick. Rick Gaplan 

RE: Follow-up to Toscmitc CMAC meeting 

The purpose of this, memo Is to Inform you of the campletion of the follow- 
up Items that the CMAC requested at the September 22 meeting. , Below are 
excerpts from the meeting's minutes that describe the follow-up Items and 
the actions that have been taken to complete them. 

1 . Dejine procedures for peTforming due diligence on proposed asset 
addidnris / substttutioris to Permitted Investments held in. the Trust 
Procedures should include: ensuring that the underlying documents on the 
asset are in order, securing oii necessaiy opprouais intemaily (Credit 
Deriixitives. Capital Markets Credit Market Risk Afonngement LegalJ and ' 
obtaining memos /opinions from outside counsel for each proposed asset 
(Tom Francois. Rick Caplaru Adam Kulick} 

Basis risk associated with any additional Enron-related assets to be 
purchased by Yosemite will be analyzed by the Credit Derivatives Business 
in conjunction with the Risk Management and Legal groups. Such analysis 
will focus on the structural aspects of the proposed asset, especially the 
nature of the Enron support. The ultimate purpose of the analysis will be 
to assess the chances that a -claim related to the asset could be treated 
differently than a on a generic senior-unsecured Enron debt 
obligation In a Bankruptcy proceeding related to Enron. External legal 
counsel win be retained to assist In this analysis and a legal opinion or 
memorandum from such counsel will be obtained on any asset. 

Approvals for any new asset will be required from: 

The Head of Credit Derivatives Trading (currently Doug Warren) 

The Head of Credit Trading (currently Geoff Coley). 

The Head of Derivatives Client Risk Management (currently Eleanor 
Wagner) 

The Head of Market Risk Management (currently David Bushnell) 

The Head of Capital Markets Legal (currenUy Marcy Engel) 

The Head of Global Energy (currently BUI Fox) 

2. Quantify additional credit risk to Company Yosemite that may arise from 
diffiereTTces in cosh flows, e.g..fv^d vs.JlocvUng. and mismatches In timing 
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SalomonSmtihEarney 

Amernberof at h yo u tST 


between the cash Jlows received by Citibank from Permitted Investments 
and Citibank's cashfhw obllgatiDns on die Notes and Certificates. 

Secure the necessary Credit approvals. CPom Francois. Rick Caplan, Adam 
Kulick) 

'niere is no Incremental risk and therefore no need for credit approval. The 
Trust will hold as an asset an Enron note with a variable coupon that will 
be defined to cover the negative carry in the transaction. 

3. Finalize with client the terms of the Yosemite agreement in the event that 
Company Yosemite fails to pay on Yosemite investments outside of 
bankruptcy (Rick Caplan. Adam Kulick} 

Failure to pay risk is mitigated by the existence of an adjustable rate note 
that Yosemite will purchase directly from Enron. This note is desired to 
pay interest at a rate that makes up for any deficiency between the 
scheduled interest receipts on Yosemite's assets and the coupons oh the 
notes and certificates Yosemite is issuing. This note would pick up any 
"negative carry’’ between the yield on Yosemite's assets/liabilities. This note 
would not, however, pick up any failure by a debtor of Yosemite to make 
any normally scheduled interest payments. 

Under the CitibankA'osemlte swap. Yosemite pays Cid its actual interest 
receipts and Citi pays Yosemite the coupons due on Yosemite’s notes and 
certificates. Following a publicly noticed Enron Failure to Pay. Citi can 
reduce the amount. of its periodic swap payments by the cunount of any 
unpaid Interest Yosemite was to receive dii^tly from Enron. Citi can also 
deliver to Yosemite direct Enron obligations In exchange for Indirect Enron 
■^.obligations following an Enron Failure to Pay. la the event of a failure to 
■ pay on the Prepaid, the swap receivable that the vehicle that issued the 
Prepaid would hold (a direct Enron Obligation arising out of termination of 
the prepaid oil forward) would be assigned to Yosemite in exchange for the 
note the Prepaid vehicle had originally issued to Yosemite. The swap 
receivable would bear a contractual interest rate. Hence, there would be 
Interest amounts directly owing to Yosemite by Enron which, if not paid, 
would serve to reduce Citibank's obligation to pay Yosemite's required 
coupons. The interest on the swap receivable would be set at a level to 
insure that Citibank would not have any net payment obligation to 
Yosemite with respect to ongoing interest on Yosemite's obligations. 

4. Present the deal to the Commitment Committee for review and approval 
In preparatioru describe the Junctions and risks of each sux^. /Rlcfc 
Cc^ion, Adam Kulick) 
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salomonSmithBarney 

A member of ctKjnx^ST 


The Commitment Committee meeting is scheduled for Monday. October 
25^. The memo describing the functions and risks of each swap will be 
included In the Commitment Committee memo. 

5. Present the “Firefly" tronsocfiba inciixdiny proposed modifications, to 
CMACfor review and approval (Rick CopZon, Adam Kulick) 

The Trust will not hold Firefly as an asset at closing. 

6. Secure approval from the GRB Control Unit and Relationship Manager for 
Company Yosemite for the Equity piece of the transaction (Rick Ckiplan, 
Adam Kulick) 

Briefing presentations have been made to the GRB credit approval chain. 
Actual credit approval is currently being sought. 

7. Address and resolve remaining issues on documentation pertaining to the 
Citihank swap, Yosemite czyreemenC and the Equity piece (Don 
Bendemagel Rick Copton, Adam Kulick) 

Swap and equity have been agreed to in principle. Documentation revisions 
will continue until closing. 

8. Address and resolve outstandiny regulatory and accounting issues with 
respect to the structure and Equity inoesbnent fSauZ Bernstein, Don 
Bendemagel Rick Caplan, Adam Kulick) 

Accounting Policy and Regulatory has approved the transaction and 
Salomon Smith Barney’s synthetic investment in the equity of the Yosemite 
Trust. 

9. Ensure Operations has current capability to book and process all the legs 
of this complex transaction (Rich Tantone, Rick Caplan, Adam Kulick). 
Subsequent to the CMAC meeting. Rich Tantone met with Rick Caplan, 
who will prepare a list and explanation of all components of the deal that 
need to be tw/ced. 

Operations has been provided with alistlng of all transactions to be booked. 
Operations has indicated that they will be able to book each of the 
transaction. 

J 0. Analyze additionai ongoing maintenance costs (ex. Legal Department 
outside counsel. Operations) associated with this deal (Rick Caplan, 

Adam Kulick in coryunction with appropriate functions). 
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SalomonSmtihEarney 

A member of otjgroofSr 


Enron will pay costs of outside counsel for any review of new assets. 
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Yosemite Securities Trust I 
Linked Enron Obligations (LEOs^'^) 

Frequently Asked Questions 

Q: is the basic idea behind Yosemite? 

A: The broad theme ts to find the best home for different risks. As noted in The Wall 

Street Journal on 10<'2?:'99. banks are increasingly reluctant to take on long dated 
credit nsk (i.c. generally a 3-ycar limit), although they maintain a competitive 
advantage in stiucnircd finance. Yosemite allows Enron to take advantage of the 
flexibility provided by banks in structuring complex financinp while placing pure 
long dated credit risk in the capital markets. 

Q: Why does Yosemite make economic sense? 

A; Structuring risk is most efficiently priced in the bank market Pure credit risk is 
most efficiently pric«i in the capital markets. The Yosemite stmcnire allows 
Ciri^oup to placc.pure Enron credit risk in the bond market while keeping the 
strucnjial risks in the bank .market. 

Q: Why is Enron doing this? 

At To t^e advantage of banks’ structuririg expertise while broadening Enron’s 

sources of capital. Basks are willing to do strucrured financings for limited tenors 
(typicaily three years); Yosemite will allow Enron to continue to execute 
structured financing with banks while extending the tenors of the deals by 
placing the erwiit li^ in the capital markets. Enron believes that, as its capital 
structure is diverse and complex, strategic value is added by being able to 
syndicate a variety of risks throu^ structured financing. 

Q : Is Enron running out of bank lines ? 

A: Enron has substantially redtK:ed its dependence on bank financing over the last 

year (ov^* S4 billion in freed up capacity). Enron believes that it has excellent 
liquidity in and access to the bank market. Yosemite provides Enron with another 
avenue through which to source funds and exparyl its sources of capital. 

Q: How does this transaction affect Enron financial statements? 

.A: All assets of the Trust axe already reflected in Enron’s financials or will be at the 

time they are created. Exsunples of potential Enron Investments include bank 
loans, CTedit facilities, contingent guarantees, financing leases and structured 
commodity swaps. 
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Q: is Cingroup 's interest? 

A; Enron is an im^hanc customer of Citigroup. Citigroup wants lo continue to 

strengthen this reiationship. and Yosemite allows Citigroup to continue executing 
sophisticated financings with Enron while managing its credit exposure. In 
addition. Yosemite provides Citigroup a vehicle through which it can expand its 
penetration in the credit denvatives market. 

Q: iVhat are the benefits to investors? 

.A: Investors receive a premium for taking Enron credit in a structured form. The 

size of the offering and'SSB’s market-making commitment should combine to 
ensure adequate liquidity. 

Q: JfTia/ kind of assets can Yosemite hold? 

A: Yosemite is a black box, but assets are limited to direct or indirect obligations of 

Enron and certain high credit quality investments {U.S. governments, .AAA'Aaa 
or Al-Pl CP). 

Q: What are investors ' risks to Enron? 

A: LEOs are designed to mimic the risk profile of Enron senior unsecured 

obligations that rank the same as Enron bonds. In an Enron bankruptcy, the 
structure is designed to give Yosemite investors the same recovery as senior 
bondholder. Following any other payment failure, the structure is designed to 
give investors risk to Enron senior unsecured obligations that rank the same as 
borrowed money. Therefore, in all cases, investors bear general credit risk to 
Enron senior unsecured obligations. 

Q: What are investors ’ risks to Citibank? 

A: Investors have performance and credit risk to Citibank (Aa2/AA-). Through a _ 

swap. Citibank receives all payments finm Yosemite assets and is obligated to 
make each Yosemite coupon payment. In addition. Citibank is obligated to 
ensure that in any default situation involving Enron or the Enron assets held by 
Yosemite that investors take risk only to senior unsecured obligations of Enron. 

Q: Do investors' have other risks? 

A; Yosemite may invest in AAA/Aaa tem assets or AH-/P1 CP {provided the CP 
issuer’s long tom rating is AA-/Aa3 or better). Investors bear default risk of but 
not price risk to these securities. 

Q: Can Yosemits be replicated? 
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Ai Yoscmite I is the beginning of a program of trades for Enron. Citigroup beiieves 
!he technology will be beneficial to other capital users, 

Q: IfTio will own the Ceriificates'^ 

A: Each of Enron and Citigroup will, directly or indirectly, own 50% of the 

Certificates. Neither will be able to modify the structure without Noteholder 
consent- 
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Moody’s Invatton Servk 


99 Cti’jrcri Sifset 

New Ycfk. New Yc/if tcco? 


November 18, 1999 

Yoscmite Securities Tnist ! (the “Issuer^ 
c/’o Wilniinglon Tnist Company 
Rodney Square North 
J 1 00 North Market Sceet ‘ 

Wjimingtoa, Delaware 19890 

Re: S750, 000,000 805% Series 1999-A Linked Earoa ObUgatious dse 2004 (the “Linked 

Earoa ObUgatioos*^ 

Ladies and GenrJerses: 

At your request. Moody’s investen Swvice has reviewed for raring purposes the information 
submitttd in connection with the above-caplioncd isstuno:. We mdemand list this informafioh 
was sataitttd in stibstaatiaily final form. 

Based on the information submitted, Moody’s Corporae Rating Comminet has assigned a rating 
of Baal to the Linked Enron Obiigatiora. The rating leflects the credit quality of the Enron 
CorpofatlDn (“Enron "f), as well as the elStctivcncas of the documentation and of dtc structure in 
conveying this credit quality to iaveston. In addition, tie rating incorporates the financiai 
strength and additional risk- presented by the swap agreement with Citibtmk, NjT. (“Citibanlel. 
The rating of the Linked Enron Obligations will change with the ratings of the Enron and 
Citibank, 

The rating will be monitored and is subject to recoasidcarion at Moody’s sole discretion. The 
ratings are coniingeot upon receipt of ail executed documents in form sarisfacesry to Moody’s 
within thirty (30) days ofthis letter. Please send *11 docianentarion and notices to Moody’s 
Investors Service, 99 Cbureb Street, New York, New York 10007, Attn; Stnictuied Derivative 
Products. 

Tliank you for your mterea m our services. 

/^incerriy, 

Isaac Efrat ^ Sloan Walker 

Vice Prestdent Vice President 
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-Srasnirerf Finincz iaiinfT 

JJ VfattrSirt^i 

To fi. MY !0(U 1.0003 
T,Upkena2t2-*!3-200C 


Standard 4- Poor’s 

A DxvfSxm efThcftfiGryrm'fiiil Ccmfoia 




November IS, 1999 


Mr. Sicfcard Ci^Ian, 
Saiomou Smith Barney Inc. 
390 Greenwkh Street 
NewYo^ NY 10013 . 


Re: Yosemite Securltieit Trujt I 

S 750,000,000 8.25% Serifti I999-A linked Earoo Obtisatioas (LEOs) due 

November 15. 2004 


DearMr. C^lan: 

Fui^nant to youi ioquK« for a rating on the above issue, we have reviewed the inionmuon 
presentee to ua aadbave assigned the raiins of “BBB'r” to the notes. If ycu have any cuescions 
reiative to this rating, we will be pleased to answer Them. 

We wlii maintain coRtiauous rating surveiilance until the above-named notes mamre or are 
otherwise retired In order to maintain our rating sarveiilance, we mi«t receive all rqjorrs 
submitted to the fiscal agent in rtgaid to the above-capdoned issue, the absence of which may 
result in the withdrawal of our rating. Standard <& Poor's relies on the issuer and its coucsci. 
^countana and other experts for the accuracy and completcnejs of the information submitted in 
connection with the raimg. Please addrttu all reports to: Standard & Poofs Ratings Group. 55 
Water Street, New York, New York 10041-0003, Ann: Asset-Backed Surveillance Group. 

This letta constihitss Standard & Poofs permissioa to you to disseminjue the above-assigned 
rating to iateiestad parties. You usderstand that Standard & Poor's has aoi coBsestad to, and 
will not consent ta, being named m ’’expert" under the federal securities laws, including without 
limitation, Seccoa7of die Secunaes Act cf 1933. In addition it should be understoed that the 
rating is sot a '‘rnarkelf r«ing nor a recommendation to buy, hoid, or sell the notes. 
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Novcmbsr 18, 1999 
Page Two 


Standard & Poor’s reserves the right to. advise its own clients, subscribers, and the public of the 
rating. 

We are pleased to have had the oppormnityiof being of service to you. Our bill for the analytical 
work performed on these securities will be sent to you within one month. If we can be of farther 
help, please do not hesitate to call upon us., 


V ery truly yours, 

Joseph F. Sheridan 
Managing Director 
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From: 

Sent: 

To: 

Cc: 


Subject: 



Bernstein, Saul 
Wednesday, NovemberOS, 1999 1;10 PM 
Capian, Rick SSB.; Kulick, Adam SSB. 

Bergen, Linda: Mackey, William J.; 'Bozarth, Wiliam T.’; 'Langer, John 0. SSB.'; ; 
Battline, Frederick; Battline. Frederick; Mackey. Wiliam J.; Bergen. Linda; Langer, 
John D. SSB.; Bozarth. Wiliam T. SSB, 

RE; RE; Project Yosemite 


Rick/Adam, I spoke with Fred and stated that ! believe the client understands the accounting risk 
and that it is their argument to lose. That Enron would argue that they do not control on a 
risk/reward basis, and that Citibank would argue the same. Yosemite Trust would be another 
orphan SPV. Fred understands that the transaction is presently being priced in the market. We 
agreed that the transaction can proceed. 


Regards, Saul 


Oriqinal Message — 

Sent: Wednesday, NovemberOS. 1999 12;11 PM 

To: Bernstein. Saul 

Cc: Bergen. Linda; Mackey. William J.; Bozarth, Wiliam T.; Langer. John D, 

SSB. 

Subject: RE: Project Yosemite 
Saul, 

You and the others have spent more time on this than I have, but if we 
have structured a transaction to help a client avoid consolidation, 
how can we turn around and take the position that they should be 
consolidating? 

I'm not suggesting that we are responsible for their accounting, but i 
am afraid that if we ever had to defend this we would either (a) 
embarrass the client or (b) lose the accounting argument. 


Regards, 

Fred 


Forward Header 


Subject RE; Project Yosemite 
Author Saul Bernstein at 20USNYC 
Date; 1 1/03/1999 10;55 AM 


Fred, the initial form of this transaction had Citibank as a 50% funded equity 
partner with Enron. My understanding is that Enron was taking the position 
that they would therefore not have control and be able to avoid consolidation. 

I advised the business that we should not have a funded equity position. Per 
D-14, real equity are those investments which are funded and at risk for the 
full life of the SP'V. Also, it is unusual to consolidate an SPV solely on the 
basis of writing a derivative. 

Further, the business committed to have Enron holding an equity interest of at 
least three to five percent (with the total equity of Yosemite Trust being in 
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the range of six to ten percent). It is our view that Enron should consolidate 
the Trust (implied by the accounting rational documented in my memorandum which 
supports non-consctidation by Citibank), but GC!8 Accounting Advisory nor the 
Business does not advise a customer regarding its accounting. We telf them to 
consult their internal accounfing folks or external auditors. This is the 
customer's accounting risk to accept or r^ect 

it has not been my expenence \hsi "we assure ourselves that the client accepts 
our view" regarding what we believe their accounting shouid be. This would be 
a new operating standard and business requirement, the competitive impact of 
which must be carefully considered. Please note the ail transactions are 
approved from an appropriateness and suitability aspect. 

Please also note, regarding our own accounting, this transaction was reviewed 
by Bill Bozarth, John Langer and Linda Bergen. Wa al! got comfortable wi^ not 
consolidating the Yosemite Trust, althoug.h we a!! share your concern. 

Regards. Saul • 

— Original Message- 

Prom; Battiine, Frederick 

Sent Wednesday, November 03. 1999 9:49 AM 

To; Bernstein, Saul 

Cc: Bergen, Linda; Mackey, William J. 

Subject Project Yosemite 

Saul, 

I have reviewed the memo, and I am concerned with the consolidaticr! of 
the Yosemite Trust in view of way that the equity ownership is 
structured. 

EITF Topic 0-1 4 says that one of the conditions to avoid consolidation 
is that the majority owner of the trust must be an independent third 
party who has made a substantive capital investment, ( don’t see how 
this condition is being met in the current structure. The client is 
not independent, and the third party investor is protected by the 
tot^ return swap provided by SS8 (who as part of Citigroup is also 
not independent from the rest of the transaction). 

If it is our view that the client should be consolidating the trust, 
we need to be sure that client accepts this view. We are not 
responsible for the client's accounting, but since we are advising on 
the transaction it could be rather embarrassing if Citigroup's 
accounting position relied on a view that is contrary to our client's 
interest In this transacticn the client may be indifferent to 
consolidating the trust, since the obligations are on its finance 
sheet in one form or another. But if this is the case, why not have 
the client provide (a) at! of die equity in the trust or (b) the total 
return swap? 

Regards, 

Fred 
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Subject: Project Yosemite 
Author Saut Bernstein at 20USNYC 
Date: 10/29/1999 10:54 AM 


Rick/Adam, as you know, 1 have sent my approval to the CMAC. The adached file 
documents the approval. Good luck on the marketing. I understand the closing 
is expected prior to November month-end. Please keep Eric and Alan in the loop. 

Regards. Saul << File: MAPI-1 Distribution List.TXT » << Rile: enronder.DOC 
» « pii$; MAPi-1 Distribution ListTXT » 
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Trox«ll-W!nt«f. Aracy [CRRVq 

from: JoMph M«cki«wia 

S«nt: Mor^<Jay. Novembar 0«. 1999 1;*^ PM 

To: Joseph Farina 

Cc: Jamas Murray; Aracy Troxeil; SJeffen Lunde; Bran Raskovic: Joseoh Mackiewicz 

Suljjact: Efsron • Various 


Hers’s tne latesc: 


. New weals: 

a. Yosemite: Capital markets deal priced last week ;ST+2,375%1 
witn funding expected on or about 11/18. A portion alf the proceeds 
wLli. ce uaed co cepay our Project Roosevelt {Oeita! . -Joe r---pie«3e 
liaise with Enrcn and Steve Bailiie at Clti Houston to make sure 
Roosevelt 13 repaid before the existing approval expires. 

o. Nahanie;. Kew SSOQMM Conduit-funded Capital Structuring deal 
in the works with closing expected some time in Decesiber. Bran is 
handling the Securitization leg of this one. 

c. JEDI-II: Citi Houston has ad'vised Enron that they cannot 
approve the necessary exposure on this S303MM year-end deal, mainly 
oecause of Mahanie. and have taken a pass. 

i . 0-d Deals : 

a. Roosevelt: Joe f---please liaise with your Enron contacts and 
Stave Bailiie at Citi Houston to make sure Roosevelt is repaid before 
cur credit approval expires. Please also liaise with Bryan in 
Harrison regarding the cash inflow. 

c. JT Holdings: The remaining Conduit outstandings far this deal 
will oe repaid soon. Joe F---pIease liaise with Enron. Steve and 
Sryan regarding timing. 

c. Coal Capital: Citi Houston has told Enron that the syndicate 
oa.nks want a CF of 30 ops p.a. for she next 3€4 days. The client is 
co'sidsring and will be back to us this week, possibly this afternoon. 


Re;ards, Joe 
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Ruding, H-Onno 


From: Ruding, H*Onno 

S«nt: Wednesday, NovembenO, 1999 5:17 PM 

O' Reiily, James r','Baillie, Steve; Stott. Thomas 

••c; ^ Rhodes, William; Carpenter, Mike A.: SaPatacakis, Petros; Macdonald, Alan S., Fox, Wiliam 

Subject: Enron Credit 


Reference the attached CM. i approved today the requested $50 million hold position for the new $375 million backstop 
facility. As we all know, our overall exposure (both "total facilities’ aid “total 0/S and UCO to Enron is huge. As your note 
has outlined, the efforts to reduce our exposure to "normar are well on track particularly through, the Yosemite Bond 
financing, the funds of which are expected to come in on November 1 8. Until the moment that we have received the debt 
repayrrwnt resulting from the Yosemite transaction, t am not willing to approve another incremental exposure on Enron; 
this obviousiy should apply to SSB as well. Once we have recelv^ the pay down of our fadiities to a level of about $600 
million or less. I think that we can look at any incremental exposure in a more ftexibie way. 

Original Message 

From; Reilly. James F. 

Sene Monday. November 08, 1999 3;50 PM 
To: Rudina H-Onno; Kennedy, John J. 

Co; Stott Thomas; Fox. Wiliam; Baillie. Steve; Mathai, Sumit 
Subject Enron Corp 

.. We have delivered an approval package to you this afternoon. Enron 
Funding Corp. ("EFC"). a subsidiary or Enron Corp.. is establishing a 
S375MM. 364-day RC to backstop a new $500MM CP program. AJl EFC 
obligations will be guaranteed by Enron Corp. The EFC program will be 
rated A1/P1 on the stren^ of a credit "wrap" provided two 
insurance companies, aSa and Wnterthur. each rated AA (we will carry 
this exposure as Enron credit not the insurance companies, given the 
reluctance of Global Insurance to signoff on deals of this type). Via 
this trarrsaction. Enron hopes to secure a hold on liquidity from the 
more stable A1/P1 CP market The purpose of the new program is to 
expand availability and liquidity for ^ron Corp. We are requesting 
approval for a $50MM co-arranger position, in addition, we expect that 
S^B will be added as a dealer on bo^ this new program as as the 
established $2.58 A2/P2 program of Enron Corp. 

The CA win show Total FaoTities of $1.139MM artd an Obligor Exception 
of S356MM. These numbers do not reflect the anticipated paydown of 
exposure following the completion of the Yosemite bond fi^ndrtg. Last 
Thursday, Yosemite priced, raising near^ S830MM (S7SSMM in bortds and 
$75MM tn equity] vrhich will be channeled to retire our Truman 
(exposure of $400MM} and Roosevelt (expMure of $130MM) prepaid oil 
transactions. The Yosemite funds wifl be delivered on 1 1/18 • paydown 
of our facitities wifl come simultaneously or shortly thereafter. As a 
result Total Facilities wilt reduce to roughly S600MM and the Obligor 
Exception will be eliminated. Beyond these paydowns, we have the 
insurance “wrap" on this deal, $120MM of ci^lt derivstives. and 
roughly $30/40MM of L/Cs m our favor (as rr^in for commodity hedging 
* transactions) which further reduce our effective Enron exposure. 

My apologies for the timing. We are asking for your approval by close 
of business Wednes^, f1/10. 'The rush arises as we held up the 
package until after the Yosemite roadshow/phdng of last week. 
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ENRON DEBT SECURITY 
{Scries 1 W-Aj 


U.S. S25,0<H),000.00 


November 18, 1999 


Reference is made to that certain CoilatcraJ Security Agreement, of even date hercwitlL 
among Yosemite Securities Trust I, a Delaware statutory business tnist. Citibank, N.A., as swap 
counterparty, and U fik id Trust Cpjstpiuij o^Ncw Y9i4« in fairc.^CTaraf capacities as indenture 
trustee, coUateraH^OBtrae«^k hcrca^ amended, 

restated or o^i^sc modi^si, ^^Collatcral >Sc^uritv Agreem^tj). tcnn ^d in this 

' instrument tth^ "Debt Security*)/shaII have the n^emimgascnbcy to it in Ap^xpdix A to the 
Collateral ^et^ty Agreement/anfl the Principl<4 Int erpreTanoj i^t forth inAp^radix A, to the 
Collaicrai Sectoty AgrccraSnt &an apply to \hcAM daffined herein and in such Appendix A. This 
Debt Security VyideDcej4^ni(^ uk^ ecured ^^^p^ pbygation for borrowed rnoccy of Enron, is an 
instrument ^g ^egaaY g^^^.OOO^bO QlKrin Dfa^ciD af aA oum is being issued li^nron to the Trust 
on the date set rorm above at par, and is an Enron Investment related to the Series 1999-A Notes. 
Enron acknowledges that the Trust intends to grant a Security Interest in the Trust's rights hereunder 
to the Collateral Agent pursuant to the Collateral Security Agreement and consents to the Granting 
of such Security Interest and the provisions of the Collateral Security Agreement relating thereto. 


For value received, Enron hereby promises to pay to the order of the Trust the principal sum 
of TWENTY-FIVE MILLION U.S. DOLLARS (U.S. S25,000,CX)0.00) as provided herein, and to 
pay interest on this Debt Security from the date hereof until the principal amount of this Debt 
Security is paid in fiiii on each interest payment date specified below in an amount equal to the 
amount, if any, by which (i) the aggregate Citibank Fixed Payments in respect of the Series 1 999-A 
Notes payable for any particular Caicuiation Period that ends during the Relevant Period (as defined 
below) exceed (ii) the aggregate Scheduled Interest Receipts from the Series 1999-A Trust 
Investments (other than this Debt Security) for such Calculation Period, subject to the further 
payment at maturity of this Debt Security as described below. The "Relevant Period" for any 
particular iniercst payment date hereunde r means t he peri od (a) comm encing o n or after suductcTcst 
payment date, enft jH^ on t^n ^ediafr. ) yJ ^^gfhnAthg nex^iupdeeding 

micrcst t 



Intcrea is due and payaWe senii-aimually,^ 

20 and Ocjbbp 20 of each veal commencing Aj^ 
October 2^ i^ot a Busing? iJaA the intcresi 

imraediateV Accedinjww A^ 2rf, a 


ork Ci^ 
prodded, that if 
date hereunder shall' 
applicable. 



!, on c^h April 
such April 20 or 
ic Business Day 


Except as otherwise provided below, the payment of the principal of this Debt Security shall 
be made by Enron on, but not before November 8, 2004. 


If this Debt Security has not been repaid prior to the maturity date hereof, then on the 
maturity date, in addition to the payment of principal and interest otherwise payable hereunder, 
Enron shall also pay an amount equal to the product of (x) the then outstanding principal balance 
of the Series 1999-A Notes, multiplied by (y) the Citibank Fixed Rate for the Series 1999-A Notes, 

I , , 

(Jcbi-tecuncy v« 7 DOC . 
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multipiigtl by ( 2 ) the Day Count Fraction for the period from and including the maturity date hereof 
to but excluding the scheduled Matunty Date of die Series 1999-A Notes, 

Until otherwise instruct by the Collateral Agent in writing, amounts payable on account 
of interest under this Debt Security shall be paid :o the Interest Proceeds Account-Series 1-999-A, 
and counts payable on account of principal under this Debt Security shall be payable to the 
Principal Proceeds Account-Series 1999-A. 

This Debt Sectirily and the indebicdncss eviderxed hereby shall be binding upon and against 
Enron without reg^to orpafercc»tinity ofi wv Tmrtfa ftion-jPqciimeni or a«^thcr 

Trust bvestmenj<^OT^«rtrp^^iory>Micf/12^^ 6e^bj""’wakcs^y'defensc re^img to the 
enforceability^ jtoy TransayimOodument or any Triast^vcstmMt, br anV ^vki6^ontaincd 
therein, En^ry^icondiuonaily^w^vcs the vaitdityi yg ^ty reg idayfty, or inmix^ility of the 
Transactionpiuments and thefotner Trust Invesjfna^ aa32IS»i^g Insm^ei^ and any other 
circumstance whatsoever 6<5TIhi on without no^e ^/or^owledge of the oblfccp thereunder or 
Enron) that kot^dmics, an eqmt^Ie or legal d^harge of Enron 

with respect ra.^'t3W!|^>dns her«c;^e^]^5^“'TOxrpt4si>f hi any other mstanc&.iKcept any defense 
based on full payBSBTw ail amountsduc hcrcunder. 


The obli^dons of Enron set forth in this Debt Security shall not be subject to any 
requiicmcnt for the making of any demand or the prior taring of any action against any obligor 
under any Transaction Document or any other Trust Investment or any other Penon before the 
obligations hereunder may be enforced against Enron and such obiigatioDS shall remain in .full force 
and effect without regard to, and shall not be released, discharged, or m any way affected by, any 
circumstance or condition whatsoever (whether or not Enron shall have knowledge or notice thereof 
or shall have a^ented tbtreto and notwithstanding the faa that no rights were reserved against Enron 
in connection therewith). 


If Enron shall fail to pay any amount due and payable hereunder (and, if such failure is on 
account of the payment of inierest hereunder, such failure shall remain uncured for five (5) days), 
the Collateral Agent, on behalf of the Tmst, shall be «ititied to declare ti» entire unpaid principal 
amount of this I>tbt Security, together witit all ^ nued, unpaid intCTe st ihsspn, immedi^iciy due 
and payable upon 
demand, prcsi 
to acccleraicy 
Security, 
unpaid intcj 
presenmu 
waived by 

After E^clcrSon of this Debt Security, all amounts paid hereuDtkr simll be implied fint to 
any past due amounts hereunder, next to any due and unpaid inuriest hereon, and the baJ ance to the 
outstanding prindpai amount hereof. , 



:h 

tt, Protest, n< 
f/su^ and dUj_ 

!y, the 

and payable 
ly kind, ail of which 



Enron shall have no obligation or iialMlity wiih respect to the application by the Collateral 
Agent of any amounts paid by Enron hereunder. 


2 
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Upon Enron's payment in fill, and in accordance with the lernis hereof, of all due and unpaid 
interest and other amounts due under this Debt Security and the entire principal amount hereof. 
Enron’s obiigarions hereunder shall cease. 

THE RIGHTS AND OBLIGATIONS OF ENRON AND THE TRUST IN RESPECT OF 
THIS DEBT SECURITY SHALL, PURSUANT TO NEW YORK GENERAL OBLIGATIONS 
LAW SECTION S-MM-, BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH 
THE LAWS OF THE STATE OF NEW YORK. 

ENRON /OiD-naE TRUST EAeH-dffiREBY-HUUKQCABtfc WAIVES TO- THE 
FULLEST fa filff ' -T e IIHAl JUI^IN ANY 

PROCEEDING /(RISING QSJT/OfOR RELA\lNG/D|kECTLY)oR INblRECTOVtO THIS 
DEBT SECpOTTY (WHETHER: mSED ON CqNt^A fa TOg /pR AnAoTHEK THEORY). 
ENRON AND THE TRUST ^OH HEREBY W/^RBIEShAT NO REPpSENTATlVE, 
AGENT ck jAiTORNEY-OBTlte OTHER REPRESENTED ^RESSLY OR 

OTHERwfeajHAT Sj/ct IN THE EVENT OF OTGAnON, SEEK 

TO ENFORKE^He-ff&EGOimiteTOi^N^ ACKNOWLEDGES MAT IT AND THE 
OTHER PARTTRSVEBEEN INDUCHJTO ISSUE AND ACCEPT THIS DEBT SECURJTY BY. 
AMONG OTHER THINGS. THE MUTUAL WAIVERS AND CERTIFICATIONS IN tHIS 
PARAGRAPH. 


This Debt Security may not be amended except by an instrument m writing signed by each 
of Enron and the Trust. This Debt Security shall be binding upon and inure to rite bcnellt of Enron 
and the Trust and their respective successon and permitted assigns. Enron shall not' assign or 
otherwise transfer any of its rights or obUgarioos under this Debt Security without the prior consent 
of the Trust The Trust may, at any time and firom rime ro rime, wiihout the coas^ of Enron, assign 
all or any portion of its rights under this Debt Security to one or more Persons and, upon ihc Trust 
giving notice of such assignment to Enron specifying the interest hereunder being assigned and ihe 
Person to which such interest is being assigned, each reference herein to the Trust shall (solely in 
respect of the interest so assigned) constituie a reference to such assignee (as if stxh assignee were 
named herein) rather than the Trust. The Trust shall be entitled to have this Debt Security 
subdivided by exchange of this Debt Secu rity for debt se curities of les ser denomiiiations {"Successor 
Debt 5ecarWes"y«'!WHtt«pt nece 



In.cmfasttion with 
thisDebt SKufity and any S' 
panics in drdfr to address 


ro amend 
by the 


ENRON CORF. 


By: 


Nasie-. /V- 

Title /n:a^.-er 
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Pay to the Order of United Staaa Tmst Company of New York, as CoHaicral Agent, under 
that certain CoUatcra! Security Agreement dated as of November iS. 1999. among Yosemite 
Securities Tmst I, Citibank, N.A. and United States Trust Company of New York, as Indenture 
Trustee, Colialctal Agent, Accoimi Bank and Sccuriucs Intermediary. 

Daxe: November 18, 1999 


YOSEMITE SECURITIES TRUST i 




4 

deM>wcun(v rtt ^ DOC 


CONFIDENTIAL 


Cm-SPSI 0004931 



1538 


SIDE AGREEMENT 

August 25. 2000 


By our signamres below, we ackjtowledge and agree ihai. for purposes of the 
Confirmation dated November 1 S, 1 999 under the Master Agreement between Enron N'orth 
.America Corp. and Delta Energy Corporation dated November 18. 1999. and the Transaction 
thereunder, each reference to "Defaulting Pany” and "Non-dcfaulting Party" therein shall, in 
connection with any Termination Event, be deemed a reference to the "Affected Pany" and the 
pany which is not the Affected Pany. respectively. 
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ENRON NORTH AMERICA CORP. 



Title; 0. UGRASTA 

V^ICE PRESIDENT 


DELTA ENERGY CORPORATION 


By: 

Naxne: 

Title: 


Side agreement 

NYJ#725C!rr 
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ENRON NORTH AMERJCa CORP. 

By: 

Name: 

Title; 


DELTA ENERGY CORPORATION 



SIDE AGREEMENT 
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Cheers. 

Adam Kulick and Rick Capian 


From: Francois, Tom 

Sent; Tuesday. November 23. tSSS 9:25 AM 

To: Kulick. Adam; Capian. Rick; Wagner. Eleanor iCrT!]: Gupta. Ramesh; Bushnell, David C; Feiay. James 
(CiTlj; Fox, Wiifiam (ClTIl; Stott. Thomas {ClTIl; Feimach. Lynn; Wanen. Doug. Engei. 
Marcy: Francois, Tom 
SubjeGt: RE: Enron - Yossmite I! 

Eieanor asked me to summarize my concicsions a iittis differentiy: 

In Yosemite I. purchasing the Certificates put us in a position where we can lose money even if no 
basis risk exists between Enron Bonds and the Enron investments held in the Trust. If Enron defaults 
and Yosemite's Enron Investments are worth less Uian 50% of fees we will lose money no maher 
where Enron Bonds are Trading. Hence, it was appropriate to have the Certificate Investment 
approved on a CA. 

With Yosemite tl. in purchasing the Certificates, we car. ONLY lose money because of Basis Risk. 
Since the Derivatives business approved and lakes the basis risk on Yosemite I, and since ihe only 
risk associated with Ihe Certificate investment in Yosemite 11 is basis risk, it strikes me that Conlroi 
Unit CA approval of this investment is not needed. 

1 attach a short spreadsheet which allows one to play around with the arithmetic, inputs are in Yellow. 
Adam should be circulating a Transaction memo shorty. 

Since we have a C.MAC scheduled for today at 4:00, ! suggest the folks that need to approve 
addiOonai Yosemite assets (Bushneil. Engel. Wagner, W^ren) stick around to hash mis out. Jim. 
Bill and Tom, we can try to patch you in as well. ! will be in tcjuch. 

Regards. 



''OiM'wiaZ.id* 


Tom 


Francois. Tom 

Monday. Nevamber 22, 1993 1:53 PM 

Kulick, Adam; Capian, Rick: Wagner, Eleanor (CITH; Gupta.-Ramaah: Sushnell. David 
C; RsiHy, James ICITfl: Fox. ’Mifiam [CITI]: Stott. Thomas lOTll; Feimech. Lynn; 
V/aren, Doug; Engel, Marcy •"** 

BE: Enron - Yosemite II 

For those of who are not yet up to speed. Yosemite II wtl involve the issuance of up to 

Steriing 175mm of TWENTY YEAR bonds and "equity certificatos" by Yosemite. The mam asset 
wii! be a 20 year prepaid oil transaction, structured along the lines of that purchased with the 
issuance proceeds from Yosemite L 

As wilh the first series. Citigroup and Enron will each purchase 50% of the certifioatea and the 
Page 2 
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benefit of 100% of the Enron investments undelying the certificates W3ui<3 flew to Ciii via the 
mechanics of the swap. Additionaliy, it is proposed with Yosemite II Shat Citi further hedge itseif 
by purchasing default protection from Yosemile on a notional amount of Enron-reference 
obligations (bonds) eguai to the a.roount of ouf equity investmer^ (Yosemde would therefore invest 
in a liksamount in AAA securities), The question is whether, as was the caseforYosemUef, we 
have to 'approve aroJ cairy the amount of our inve-Stment in the certificates on the Enron CA given 
the additional hedge. 

With Yosemite i. we concluded that the recovery' characteristics on our investment in the 
certificates were superior to those associated with a similariy sized investment in Enron bonds, 
but, since we could sustain a' loss if the recovery rate on the vehicle's Enron investments was less 
than 50%, we put the full amount of our certificate investment on the Enron CA. 

in the case ofYoserrtte 11. 1 think. there ts a ^sod argument that this is not necessary. Under the 
swap Wtri Yosemite we would recwve the Recovery Rate on the Enron investments neid Dy lbs 
Trust (the prepaid) on a notionat amount equal to twice our certificate invest—ent. With the 
addition of the purchased default protect;or», we would also receive the l!EC on Enron bonds on a 
notional amount equal to our certificate investment, if one ignores potential bas^s nsk between 
the Enron investments and Enron Bonds, we can only win sines LIEDpkiS Recovery Rate equals 
1 00% and we would as collecting 2 ’ Recovery Rate plus 1 ’ LIED. Factc^ing basis risk into tne 
equation, the break even point would be where the Recovery R^a on the Enron k’.vestmenis turns 
out to be .less than half the recovery rate on Enron bonds. As far as 1 can see we are actually 
taking less basis risk by investing in the certScates and hedging in this fashion than we would 
take if ws did not have any investment in the certificates at aii and the only asset in the vehicle 
was the prepaid. 

Once Adam prepares a transaction memo, we will begin mere formal discussions to obtain ihe 
approvals outlined by CMAC for additions/substitutions of assets. In the meantime, you can start 
thinking about some of the issues. 

Regards. 


Tom 


Page 3 
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Unknown 


From: Capian, Rick 

Sent; Wednesday. December 1,5. 1 999 4.;03 PM 

To: Francois. Tom; Kuiick. Adam 

Subject; FW: Enron^Failurs to Pay on Prepaid 


Revised as requested,,. 

— Original Message- — 

F.'om: Francois, Tom 
Sent: Tuesday, October 26, 1999 6:05 PM 
To: Capian. Rick; Sullivan, Wiiiiam A 

Subject: Enron Failure to Pay an Prepaid 

As discussed, Jim Reiiley wants something for his files to verify that we will not be at risk if Enron fails to pay interest on 
the Prepaid. This is what I propose to send him. Please take a close look. I think i have taken some liberties with respect 
to things that are not yet in documentation, but need to be. 


^ You asked for an explanation of the mechanics behind an Enron failure to pay on the Prepaid; particufarfy vmat makes us 
** comfortable that we will not have to pay to Yosemite any amounts that Enron fails to pay in a non-bankruptcy situation with 
respect to interest on the Prepaid. 

Under ihe Yosemite swap if Enron defaults under the Prepaid, we will be obligated to replace the Prepaid with senior 
unsecured Enron obligations (“Deliverable -Obligations”). The Deliverable Obligations we deliver can be non-performing if 
the default on the Prepaid rises to the level of an "Enron Failure to Pay." An Enron Failure to Pay is established through 
Publicly Available Information in a similar manner to standard credit default swaps. In addition, the Deliverable Obliganons 
da not have to be obligations for borrowed money; a receivable related to termination of a swap agreement can be 
delivered. 

if Enron does not make an Interest" payment on the Prepaid, the prepaid would be terminated and Delta (Ste issuing 
vehicle for the Prepaid) would have a claim on Enron for ai! or a portion’of the principal amount. Failure by Enron to pay 
"interest" and any termination payment would also render Delta incapable of paying the coupon on the note it has issued to 
Yosemite, fftemby resulting in a default bn the stmctured Enron paper Yosemite holds. Publicly Available Information will 
exist with respect to a default on the Prepaid through the foilovsnng mechanics: 1 ) causing Enron to make all payments to a 
segregated account at the Fiscal Agent {U.S. Trust Co.). 2) contractually obligating the Fiscal Agent to notify the parties of 
the default and 3) waiting the requisite time periods under the Yosemite swap. 

Once the above occurs. Citi would be able to cause Delta to deliver die receiv^les Delta then would hold from the 
termination of the swaps (each of which will meet the Deiiverable Obligation criteria) to Yosemite .in exchange for the Delta 
Note that Yosemite holds. The swap receivables will be structured such that they will bear penal^ interest at a-rate at 
least equal to the coupon on Yosemite's notes. Under the Yosemite swap, Citibank can reduce the amount of its periodic 
• payments by any amount Yosemite has not received pn a non-performing Deiiverable Obligation that has been substituted 
for a piece of structured Enron paper. In other words, the penalty interest will cover any going forward interest that 
accrues prior to the disposition of the Deiiverable Obligations by the Trust. 


• If oil prices have declined, a portion of the Prepaid principal will be due to Delta from Citibank under the Osita/Citibank 
fioof in the prepaid structure and, in turn, to Citibank from Enron under the Enron/Citibank floor. The default by Enron on 
its swap with Delta will give rise to a tarmination right under Citibank's swap agreement with Enron. Citibank would be able 
to satisfy its obligations under its floor with Delta by delivering a claim to Delta against Enron. Delta, in turn, would be able 
to satisfy its obligation under the Note issued by it to Yosemite by delivering to Yosemite the claim delivered to it by 
Citibank and the daim it already holds under its oil swap wi8i Enron. If Citibank's claim after lennination of its swap 
agreement with Enron is less than die amount it owes to Delta on the Floor (due to netting of other outstanding 
transactions). Citibank should be able to purchase Deliverable Cbligations (presumably at a discount), or put in AAA 
investments (and sell default'protection on Enron - presumably at a big premium). In either event, the economic 
consequences of having a net swap daim on Enron which is less than the amount payable to Delta on the floor would 
always be positive. 
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Regards, 
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Memorandum CmBAN<0' 

■ GF^ - Accouaiing Adsisory •'' ' 


Da!e: MafcUS. 2000 
To- Mick Caplart. Adam KuUck 

CC: Alan Englander, Eric Plpa, Bill Mackey. Linda Bergen. Jim Conahar. John Longer 
William Bozan, Fred BatiJine, Jim Cooahaii 

From. Saul Bernstein 

Re: Mrojeci Yosemile - Yosemfte Co. Structured Credit Derivative Transaction 

TransaciionObjeclive: To fres-up financing capacity for Yosemile Co. with its Banks 

Risks and benefits (o Citibank: Cdibank receivesvariotisservice based fees, artd takes basis risk or 
benefit related to the difference ber-vestt loss recovery rates on Yosemile Co. mvestTnenfs held by the 
Trust (on wHch Citibank has written protection) and the loss recovery rate on Yosemile Co. bonds (i.e. 
senior, unsecured payment obligations of Yosemile Co on which Citibank has purchased protecticnj. 
Citibank has also written a total return swap on of equt^ risk in the Trust (fill exposure to 

Ycsemite default risk). The below chart illustrates Citibank gains or losses based art the differences in 
recovery rates. 


Dfferences in 

Recovery Mates 

1 Citibank is shori bonds 

CitibcnJt is Joi^ Yosexxsiie' ’ A: 
invesiaeists-keidby difiTfvsiC^ 

Bond 

Price>Irvesiments 

arke 

Citibank loss (pays) 

Trust gain (receives) 

Bond 

PriceMnvesiments 

Drice 

Citibank gain (receives) 

Trust loss (pays excess to 

Citibank) 


The steps of the transaction structure are described below (dollar amounts and permitted mvestmsr.t type 
allocations are estimates): 

Trust Balance Sheet 


A Trust will be set-up and will hold SI. SB in assets (referred to as permitted investments}. SI.J508 (to 
yield L-^ 12 Sbp) inpayment obligations supported in whole or pan, directly or indirectly, by Yosemste 
Co. (referred to as Yosemite mvestments). andS.ISOB in AAA investments (to yield USOR). The Trust 
will purchase existing Yosemite Co. Investments owned by Yosemite Co. lead banks and certain newly 
created Yos^nire Co. Investments. AAA investments will be ABS, but not securities issued by Citibank 
managed credit card securitization Trusts or other Citibank managed securitization vehicles. 


The Trust will issueSI. 425B of serdor credit linked Notes (with maturities ofjme and seven years) in 
multiple series which bear an overall coupon, to be determined at pricing and will issue certificates, 
subordinated in right of payment to the Nates, in the amount cf $7 iMM (yielding approximately 100 bps 
above the Ncie coupon), with 50%(S37.5MM) each to Yosemite Co. and to a substantive third party 
foalance sheet provider). A Salomon ownershitychain-entit v (due to a 2SA issue} will write a total 

ability re sardine the activities of the Trust. 


All permitted investments must mature on or prior to the maturity date of the related Notes. The 
permitted investments will be available to repay the Notes when due. Tr. the event of default of Yosemite 
Co. investments, Note investors wiH recover the same amount as a holder of a band (i.e., senior, 
unsecured debt obligations) of Yosemite Co. That is. assumingtkatCitibankpeTformsits obligations 
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under iis default swap, the Noteholders will have Yosemite Co. credit risk as if they held Yosemiie bonds 
with a principal amount equal to the principal amount of the Notes. 

The Note holders also take the credit risk of A.4A investments after the equity investors (and the Salomon 
entity as total return swap receiver/counter-party with the third party balance sheet provider) lose their 
S75MNI investment. 

Transactions between Citibank and Trust 

The effects of the swap between Citibank and the Trust are as follow: 

If a Yosemite Co. bankruptcy occurs. Citibank will settle the swap by (I ) deliverin’g Yosemite Co. senior, 
unsecured obligations in exchange for the permitted investments, or (2) payng to the Trust the amount of 
any difference between the recovery rate on Yosemiie Co. investments held by the Trust and the recovery^ 
rate on Yosemite Co. bonds, the referenced obUeations. muhiplied by the outstanding Notes (but nor 
certificates), or a combination of (i) and (2). Referenced obligations are pubHcly traded senior 
unsecured corporate debt obligations (i.e.. bonds of Yosemite Co.). This swap is referred to as a basis 
swap and will be in the notional amount of Yosemiie Co. investments held by IheTrust (i. e., not including 
any AAA investments held by the Trust). Thus. Citibank has the risk that the recovery rale on Yosemite 
Co. investments held by the Trust will be less than the recovery rate on Yosemite Co. bonds. 

Under the terms of the basis swap, the Trust will pay to Citibank any excess of the recovery rate on 
referenced Yosemite Co. investments held by the Trust (expected to have the recovery value of senior 
unsecured Yosemite Co. obligations or Yosemite Co. bon^) over the recovery rate of Yosemiie Co. 
bonds. This potential payment by the Trust will be based on a swap notional in an amount equal to 
Yosemiie Co. investments held by the Trust plus $7 SMM (amount of equity). Thus Citibank has a long 
position in the recovery rale on the Yosemiie Co. investments held by the Trust. (If the recovery rates 
were equal. Citibank would still receive a swap payment from the Trust in the amount of the recovery 
rate on Yosemite Co. investments held by the Trust times S75MM). • The basis swap may either be 
physically settled (by delivering senior unsecured debt obligations of Yosemite Co. in exchange for the 
Yosemite Co. investments held by the Trust) or cash settled, or any combination thereof 

The Yosemite Co. investments and AAA investments will ssn^ as security in favor of Citibank. The AAA 
investments will be delivered to Citibank related to the settlement of any default swap written by Citibank 
to the lead banks of Yosemite Co. (see below). Citibank, as secured party, has the right to control the 
workout of any asset in the Trust. 

Also, as part of the basis swap. Citibank will make periodic payments to the Trust in the amounts 
necessary to service the Note coupon and Certificate yield and Citibank will receive ail cashflows from 
all the assets in the Trust If Yosemite Co. goes into bankruptcy, such payments cease immediately, as 
the swap is settled as described above. 

Substitution ObUgatsons 

A separate agreement between Citibank and Yosemiie Co. governs asset substitutions. The permitted 
investments may be changed over time provided that both Yosemite Co. and Citibank agree to arty 
substitution. Yosemite Co. will select the initial Yosemite Co. investments, with Citibank 's agreement, to 
place in the Trust. Citibank will select all AAA investmer^. 

If a third party default event (a default on a Yosemite Co. investment by a party other than Yosemite Co.) 
occurs with respect to a Yosemite Co. investment held by the Trust, Citibank is obligated to deliver to the 
Trust new permitted investments in substitution of the relevant Yosemite Co. investment. The new 
permitted investments will be sold to redeem the related notes. Citibank will continue to make the fixed 
payments under the swap as if such party default event had not occurred. If there is a credit event 
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related to the AAA investments.^the Trust sells the investments and uses the proceeds to purchase nev^ 
permitted investments. Citibank 's fixed payments will be reduced as a result of the AAA credit event 
if par value is not realized. 

The Trust may be required by Citibank to acquire new or substitute permitted investments at any time 
prior to the termination of the Citibank swap (before or after a Yosemite Co. credit event). 

Transactions between Citibank and Yosemite Co. Lead Banks 

To the extent the Trust holds AAA investments. Citibank will also sell default protection, upon instruction 
from Yosemite Co., to Yosemite Co. lead banks with Yosemite Co. bonds or Yosemite Company senior 
unsecured debt being the referenced assets. The AAA investments will serve as security in favor of 
Citibank. In the event of bankruptcy by Yosemite Co. . the lead banks will deliver the referenced assets to 
Citibank and Citibank will in exchange make the lead banks whole for all losses. Citibank in turn will 
deliver the referenced assets to the Trust and receive AAA investments, Le.. payment-in-kind. This 
transaction is not a basis credit derivative swap, but is more simitar to a standard credit derivative swap. 

Transactions between Citibank and Yosemite Company 

Under a separate agreement between Yosemite Co. and Citibank, Yosemite Co. will make periodic 
payments to Citibank for the difference, if any. between the Note coupon and certificate yield and cash 
flow on Yosemite Co. investments. As long as AAA investments minimally return a yield of LIBOR. 
Yosemite Co. is responsible for any cash shortfall in the Trnxst. It is expected that one of the Trust 's 
assets (i.e.. Yosemite Co. obligations) will have an adjustable coupon that will be designed to pick-up 
any negative carry. 

If AAA investments yield less than LIBOR, then Citibank makes up the difference to LIBOR, and if AAA 
investments yield more than LIBOR, then Citibank receives such excess (assuming Yosemite Co. meets its 
payment obligations as described above). 

If cash flow on Yosemite Company investments exceed Note coupon and certificate yield (highly remote), 
then Citibank must pay Yosemite Co. such excess. 

Termination Provisions 

Yosemite Co. can terminate its payments in whole or in part to Citibank at any time by making a 
termination payment. This termination will cause Citibank to terminate an equal portion of its swap with 
the Trust by making a termination payment (to the Trust) which, in rum. will cause an early redemption 
of an equal portion of the Notes (and in certain instances, the issued certificates). In summary, 

Yosemite Co. can terminate at will, but Citibank can not 


Example of Basis Risk (Yosemite Co. Investments comprise all Trust assets, Le., $1,500MM) 

Assume that Yosemite Co. Bonds ‘ recovery rate is 60% and assume swagi_ notional are equal (i.e., 
disregard the S75MM difference in notional amounts): 

#] Assume that upon default. Yosemite Co. Investments ' recovery rate is 50%. meaning Citibank 
reimburses the Trust the 1 0% difference in recovery rates, or in this case Citibank net settles/pays to 
Trust %150MM (10% at S1.500MM) 

#2 Assume that upon default. Yosemite Co. Investments ' recovery rate is 70%, meaning Citibank receives 
from the Trust the 10% difference in recovery rates, or in this case Trust net settles/pays to Citibank 
SI50MM 
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Summary of Risks/Benefits (other than fees) to Ciiigroup 


Structural Features 

Cidgroetp 

Risks 

Cidgrtmp 

BoHofits 

Recovery rate of bonds > Recovery rate of Trust Investments 

X 


Recovery rale of bonds < Recovery rate of Trust Investments 


X 

AA.4 investments yield < LIBOR 

X 


AAA investments yield > LIBOR 


X 

Third Party (other than Yosemite Co.) default or non- 
payment event with respect to a Yosemite Co. investment held 
by Trust: Citibank obligated to deliver substitute Yosemite 

Co. investments which meet permitted investments criteria 
(new investments will be sold to redeem portion ofNotes) 

X 


Ownership of Equity certificate (exposure to Yosemite Co. as 
if holder of Yosemite Co. bonds and to AAA investments) 

X 


Yield on equity certificate (but subordinated to coupon on 
Notes) 


X 

Payment to lead banks > value of AAA investments 

X 



Accounting Considerations 

The major issue relates to the accounting consolidation of the Trust. Consolidation by Citibank is not 
viewed as appropriate for the following reasons: 

Yosemite Co. owns 50% of the Trust equity certificates, fully finding its equity investment, is at fill risk 
over the entire life of the transaction (SEC requirements per £>-14). Further, per the SEC (12/97 
speech), although certificates may be accounted for as debt instruments, certificates satisfy the SEC 
requirement that the owner 's investment be equity legal form. Yosemite Co. certificate ownership will 
satisfy the minimum 3% (of SPY assets) SEC requirement over the full life of the transaction. The 
business advises that Yosemite Co. 's certificate will be 3% or greater with total Trust certificates likely 
aggregating from six to ten percent. 

Because the balance sheet provider 's investment is not at risk, the b/s provider 's investment is not 
considered the real equity in the SPY. Since the b/s provider is not considered a real equity investor per 
the SEC guidelines. Citibank should not be viewed as a real equity investor by having written a total 
return swap (TRS) to the b/s provider. It is also unconventional in today’s accounting literature and 
practice to have an entity consolidate another entity on the basis of having risk/reward via a derivative 
instrument. It should be noted that Citibank, in accordance with its internal credit risk limits/allocations, 
may or may not hedge its basis risk with a third party. 

Per ETTF 90-15 and D-14. the SEC requires equity to be fully funded and at risk for the full life of the 
SPY . Citibank does not have a direct, nor funded, ownership in the other 50% of the Trust certificates. 

The business has also pointed out. given certain recovery rates on Yosemite Co. botuls. that Citibank, as 
the TRS writer, would lose less under the TRS than Yosemite Co. would lose of its equity investment. 

Yosemite Co. is the primary beneficiary of the Trust 's assets and overall deal structure. The Trust assets 
are comprised of Yosemite Co. obligations and the structure is intended to free up financing capacity for 
Yosemite Co. and improve or preserve its credit rating with rating agencies. The basis swap is effectively 
Citibank 's mechanism to earn fees from its expertise in managing credit risk. That is. Citibank s interest 
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in the Trust is in substance and inform a credit derivative, not an equity OMmership interest (i.e.. directly 
owned shares or certificates) through which it actively controls the operating activities of an entity. 

Both Yosemite Co. and Citibank share the ability to select Yosemite Co. investments held by the Trust - 
neither controls. 

The business advised that a non-consoUdated SPV used by SSB entities in prior structured derivative 
transactions will serve the role of depositor. This role only serves to sponsor or start-up the Trust by 
making the appropriate filing with authorities. It does not involve any investment nor the performance of 
any function other than the initial filing • it a one. time event. The accounting analysis and conclusions 
reached herein, consequently, are not materially affected. 

Citibank will not have any voting rights or have any control position with respect to the Trust, nor have 
any decision-making ability regarding the operating policies and activities of the Trust (other than 
contractually limiting the Trust's ability to sell Citibank's security held by the Trust). As mentioned 
earlier. Yosemite Co. can terminate the structure at will. Citibank can not. 

R£C Treatment in Trading Book 

Based on the above. Citibank will have the following credit derivatives: 

1) Basis swap: a swap notional of SIJ50KTM to S1.5B whereby Citibank will pay the recovery rate to 
Trust with Yosemite Co. Bonds. as referenced assets 

A swap notional of $I.350mf to SI.5B (but $75MM greater) whereby Citibank will receive from the 
Trust the recovery rate on referenced Yosemite Co. Investments held by the Trust 

2) Sold standard DS to Yosemite Co. lead banks (depends on amount of AAA investments held by Trust) 
with Yosemite Co. bonds or senior unsecured Yosemite Co. obligations as referenced assets: Citibank to 
make banks whole and receive the AAA investments from the Trust 

3) Sold total return swap (TRS) to the substantive third party certificate/equity investor. The notional 
amount is S37.5MM. and the referenced or underlying asset should be viewed as Yosemite Co. bonds. 

The TRS should be booked by the SSB entity entering suck derivative contract. Implications on the 
capital of such SSB entity have been reviewed with the responsible SSB personnel. 

I believe all of the above derivatives are credit derivatives and should be viewed as trading book 
transactions (as opposed to bankim book transactions). 

Regards. Saul 
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Butler-Kenzig, Patricia 

From: 

Bernstein. SaulfCiTl] 

Sent; 

Wednesday, April 05. 2000 3:45 PM 

To; 

Lee, Andrew P; Pipa. Eric 

Cc: 

Bozarth, William T; Bufler-Kenzig, Patricia; Englander. Alanl ; Langer. John 0; Mackey, 
William J [ClTl]; Williams, Joanna 

Subject; 

Project Yosemite - Revenue Recognition 



In November. 1999 a USS denQmfnafed Project Yosemite transaction closed (an UK 
Sterling based Iransaction closed in February, 20Q0). At the time of cfosmg 
last quarter, complete information was not avaii^ie to finalize tfie accounting 
for revenue recognition. What known at the lime, and has been confirmed, 
is that Enron has the unilateral fight to collapse the transaction structure 
and be released from its obligation to pay remaining fees, 12.5bps p.a. of the 
notional value of permitted investments in the Yosemite Trust. The fee, as 
specified in a Fee Letter, dated Nov. 18 , betvreen Citibank and Enron, is 
payable up to the earlier of an early termination date or the maturity 
(November 2004} of certain Enron (directly or indirectly backed) promissory 
notes, having a notional value of $800MM. held by Yosemite Trust This fee is 
in connection with the basis swap between Citibank (Credit Derivatives Trading) 
and Yosemite Trust. The 1 2.5bps will bo applied to any additional Enron debt 
purchased by ihe Trust at a later date (i.e., the deal size increases), in 
view of the contingent nature of the fee. income recognition was deferred. 

(Enron paid an up-front non-refundable fee of $1.6MM which was recognized.) 

Business Financiai Control has now analyzed the fads and circumstances, 
including related hedges, and tieiieves that them is basis for additional 
income recognition related to the November. The accounting proposed herein 
would also be followed for the February transactiorr. The purpose of this _ 
memorandum is to document whether and to what extent income recognition is 
appropriate. Some transaction background follows. 

Yosemite Trust purchased S825MM of permitted investments, Enron senior 
unsecured debt instruments, funded by issuing Crsdrl Linked Notes (8.25% 
coupon) to third party kivestors in the amount of $75CMM. ^d by issuing equity 
like subordinated r^rlificatas (1 1% yi^d) in the anount of S^MM. (Ptease 
note that $25MM of permitted mvestrmnts h^d by the Trust is acft’ustable rate 
Enron debt in^ments Wended to ensure suffident cash to-fiow to swvice 
the issued Notes and Certificates.) Bwon hwested in 50% of ttte certificates, 

S37.5MM. and Salomon Brothers intemationai Limited (SBIL) arranged for a 
balance sheet provider (Bank of Boston) to fund the other 50%. SBIL also 
enters a Total Return Swap (TRS) In which SBIL pays a float rate to BoB and 
receives the ownersh^ economics related to $37.5MM of certificates. (Please 
note that SBIL is effe<^ the above TRS via SBHC Credit Derivatives, which in 
turn enters a Pay-Rxod Interest Rate Swap with SBfC Debt Derivatwes Desk, 
locking in the spread on the 1 1% yield on certificates.) Citibank Credit,,.*. 

Derivatives Desk entered a credit basis swap (Fee Letter Agreement/contract) 
with Yosemite Trust, In which atibank promises to pay to the Trust in the 
event of an Enron defauit/bankruptcy the recovery rate on senior unsecured debt 
of Enron- Citibank pays the recovery rate on a notional ^ounl equaJ to the 
amoi^t of permitted aivestinaits less ihe arxiunt ^ certific^es, or $750MM. 

(Therefore, the Note-hoktors are exposed to and revive the necrovery rate of 
seniof unsewjred Siron debt.) Cit^®ik would rewive the a^ua! reasvery ra^ 
on tile $825MM of permitted investments held by the Trust Adcfitiondfy, GRB 
Portfolio (Energy Group) entered a swap wSh Citibaik Trading to pay the 
difference between a 5C?% recovery rate and tile actu^ recoveiy on the permitied 
investments on a notionai value of certificates, $75MM. For R8C purposes, ttie 
maximum obligation of GRB portfoiso of $37.5MM (a full recovery rate shortfal 
of 50% against the $75MM notional amount of certificates) is reported as a 


Cm-SPSI 0034956 


Permanent Subcommittee on In vestigations j 

EXHIBIT #189r 



1552 


direct credit substitute. 

Tbis can be illustrated if we assume that the actual recovery rate on permitted 
investments is 49% and the recovery rate on senior unsecured Enron debt, as 
ordered by a Court of Law. IS 50%. 

Citibank Trading receives from the Trust (S825 @ .49) 

S404.25 , 

Citibank Trading oays Trust (S750 '© ,50) 

(375.00) 


Residual 

Residual to B/S provider 


29.25 

(37.50) 


Loss to Citigroup (.01 @ $825MM) 

(8.25) 

Reimbursement from Citibank GRB Portfolio (.01 © S75MM) (a) 
.75 

Loss to Credit Derivatives Trading Business 
(7.50) 


(a) GRB Loan Portfolio would have to accrue its loss when probable and 
estimable which timing. may not exactly coincide with MTM gain/reimbursement 
recognition by Trading Desk. 

Summary of Derivatives/Contracts and Parties involved in the Structure (see 
attached flow-chart) 

1 . The basis swap between Citibank Trading and Yosemite Trust described above, 
leaves Citibank with recoveries basis risk on $750MM and is long the recovery 
value on $75MM as Citibank sells basis risk protection on $750MM of senior 
unsecured debt and purchases recovery value on permitted investments of $825MM. 
For example, if the recovery rates were both 50%. than Citibank would receive 

.5 © $75MM, or $37.5MM. This would be returned to the balance sheet provider. 
Citigroup would not incur any loss on the basis risk, and would also NOT 
collect the 1 2.5bps of fees from Enron nor the after-hedge return on the TRS, 
393bps, from the date of default. The uncollected fees for the period after 
the defautt/termination date woukj be foregone, resulting In a negative P&L 
impact to the extent already recognized. It should be noted that Enron loses 
its entire $37.5MM investment in the certificates. 

1 a. Citibank (Credit Derivatives Trading) purchases a recovery-rate swap 
from the Citibank GRB Loan Portfolio, which provides the Trading Desk with 
protection in the event that the recovery rate on $75MM notional amount of 
permitted investments is below 50%. 

2. There is a Fee Letter Agreement between Enron and Citjb 2 tftk Trading, whereby 
Enron pays 12.5bps constant fee on $800MM (outstanding permitted investments 
less $25MM) per annum as long as the bansaction w in F>laM but not beyond 
November ’2004. The actual fees depend upon whether the deal size changes. 
Enron can unilaterally terminate but this is considered remote - see Business 
analysis of this point discussed below. If Citibank Nvalks’ away, the fees are 
also lost (as well as being responsible for a make-whole payment to note 
investors). 

3. There is an Interest Rate Swap between the Tnjst and Citit^k Trading, 
whereby Citibank receives the actual interest on all permitted Investments in 
the TrusL and pays the Trust the necessary interest to servic© all outstanding 
Notes and Certificates. Upon a bankruptcy, the interest payments immediately 
cease. 

4. As mentioned above, there is a TRS between SBIL (Credit Derivatives Trading 
Desk) and Bank of Boston, the balance sheet provider. The trade SBIL has with 
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Bank of Boston is backed-to-backed with S8HC (Salomon Brothers Holding Co. - 
Credit Derivatives Trading, a non-bank vehicle). SBHC pays six month LIBOR + 
35bps and receives the 1 1 .0'/o (to. 8^9%, when converted to actuai/360) fixed rate 
on the cenificates, $37.5MM notional value, and pays BoB (via SBIL) S37.5WW in 
the event of an Enron default. This results in S81L' having a synthetic $37.5WM 
long position in the Trust certificates. SBIL hedges the interest rate risk in 
(5) below, and the default risk in (6) below. Under the TRS, SBIL is Obligated 
tc pay BoB $37.5MM if Enron defaults regardless of the recovery rate on Enron 
unsecured senior debt. 

5 There is also an IRS between SBHC - Credit Derivatives Trading and SBHC - 
Debt Derivatives Desk. SBHC pays 6.665% (6.574% when converted to actual/360) 
fixed and receives six month LIBOR. (It is not known whether SBHC - Debt 
Derivatives Desk hedges this IRS with an outside party.) 

Note' As a result of 4 and 5, SBHC • Credit Derivatives receives a structured 
net rate of 3.93% ( 10.849% less .0035 less 6.574%, or 3.926%) on $37.5MM 
notional. In addition to the 12.5bps which Enron pays over the expected life 
of the transaction, Ihis 393 bps is viewed as additional fees to SBHC Credit 
Derivatives Trading Desk for taking default and total return risk. 

6. SBIL sells default swap protection to SBHC (Credit Derivatives Trading), and 
SBIL purchases default swap protection from Citibank Credit Derivatives Trading 
Desk, whereby if Enron defaults. Citibank will pay $37.5MM to the balance sheet 
provider. Citibank Trading DesiL in consideration for providing default 
protection to SBIL (on-sold to SBHC). will receive the above menUoned net 
premium of 393bps. Citibank's fTrading Desk) sold protection is hedged with a 
combination of (a) the long $75MM certificate recovery value position (1 
above), and (b) the recovery-rate swap executed with the Citibank GRB Loan 
portfolio (la above). GRB Portfolio is providing protection in the event and 
to the extent the recovery rate on the $75MM long recovery value position is 
below 50%. 

Possible Scenarios 

Best Case; If recovery rates are equal and the recovery rate on permitted 
investments is at least 50% 

No losses to Citibank Trading since no basis risk and no loss to GRB Loan 
Portfolio as recovery on permitted investments is 50%. The MTM gains (NPV of 
unpaid fees) at the time of default, however, would need to be reversed. 

49 % recovery on Sr. Unsecured debt/50% recovery on permitted investments 

In this scenario, Citibank Trading would gain .01 @ 825MM permitted 
investments, $8.25MM. and Citibank Portfolio would not make any payment • a 
total Citigroup gain of $8.2SMM. Uncollected fees (NPV)^e foregone and to 
extent recognized via MTM process, would be reversed via MTM. 

Citibank (Credit Oerivativee Trading Unit) Earnings Components 

Based on an analysis by Business Rnancial Control, the MTM of all 
derivatives/contracts results in a NPV of S10.5MM. The MTM can be viewed as 
representing the following components or the transaction. 

a) MTM of Fee Letter Contract entitling Citibank 12.5bps on specified debt (for 
period outstanding) held by Tmst in connection with having entered the basis 
swap (on $750MM notion^ with Trust, $4.3MM 

b) MTM of DefaultiTRS with Tmst related to receipt of actual recovery rate on 
long $75MM position in permitted Investments, $2.3MM 

c) MTM of Default/TRS with Bank of Boston (via SBIL ar^ S^C Cr^it 
Derivatives), effectivety representing tiie after-hedged (via IRS with SBHC Debt 
Derivatives Desk) locked spread of 1 1 % on certificates ($37 .5MM notional) less 
Pay-fixed leg of 7.07%, or 393bps over contract life, $4.0MM 

The total is $1 0.6MM before a MVA liquidity component of $.350MM. or a net of 
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$10-2MM. 

Note: For the February transaction executed in London, equivalent numbers are 
$2.3WM (for 12.5bps in earnings), and S5.4MM in MTM for other components. 

Also, an up-front fee of $.5MM was paid, or S8.2MM in total before a MVA 
liquidity component of $.450MM. or a net of S7.7MM. 

Remoteness of Enron Terminating the Transaction 

Both Enron and Citibank have the legal right to collapse the structure. Both 
would have to pay a "make-whole” payment to compensate the note-holders and 
certificate holder (Citibank via the TRS with Bo6), using a discount rate of 
T+50 and LIBOR + 2, respectively, to calculate the payments. Citibank would 
also have to settle the basis swap with the Trust at market, if Enron ’ 
collapses the structure, the future cash flows underlying the 12.5bps and 
393bf>s earnings components would not be made. The business believes that the 
make-whole payment would be sufficient to cover the 393bps earnings component, 
but would not cover any of the 1 2.5bps. 

The business believes that it would not be in Enron's economic interest to 
terminate the transaction unless Enron is at least upgraded (from BBS today) to 
AA. Since the life of the transaction is five years, the business estimated 
the dollar gain or loss to Enron in an early termination (repurchase of Notes) 
given a five year Treasury yield, Enron note maturity and Enron credit spread. 

For the five year maturity scenario, the break-even Enron spread to Treasuries 
was 30bps. That is, the spread of Enron debt to Treasuries would have to be no 
greater than 30bps for Enron not to_ incur a loss in an early termination. The 
business reviewed swap spreads over the last five years between five year 
Treasuries and Corporate five year tenors, and the minima! spread was 20bps 
(the average was 44bps). Assuming a 20bps swap spread. Enron would need to 
trade at LIBOR + 1 0 (i.e., T -*• 30) in order to not incur a loss. A 1 0bps 
spread to LIBOR, for a five year maturity, would approximate an AA-rated 
credit. Enron is currently rated BBS, and borrows at L + 75. The Business 
considers an Enron positive credit migration to AA only as a remote 
possibility, and therefore believes that the 12.5bps fee is probable of full 
collection and should be recognized up-front, i.e., WTM accounting should 
apply. 

Accounting Issues/Recommendations 

1 . Is there an accounting basis for recognizing up-front the portion of 
transaction earnings. 393bps, embedded in the transaction structure using a MTM 
methodology despite the collection of related cash flows being subject to the 
remote contingency of Enron earty terminating the transaction? Same question 
with regard to the MTM of the synthetic $75MM tong position. (In res^chtng 
this question, the recentty published SEC SAB on Revenue Recognition was 
considered.) 

Usually, contingent fees or earnings are not recognized until the contingency 
has been satisfied or removed, even if all products or services have been 
delivered/rendered to the satisfaction of the customer. In this circumstance, 
where the seller is a Trading Business which accounts for its activities on a 
MTM basis, such contingency or optionality is addressed in the valuation models 
used to perform MTM account&ig. Given that the 393bps are embedded in 
derivativo financial instrurrwils, the business must perform MTM accounting. It 
is expected that the valuation model would be suffidentfy sensitive to changes 
in market factors affecting this contingency, so that the MTM would-be f-** 
appropriatefy adjusted on a timely basis. As noted above, Enron s make-whole 
payment is expected to cover the 393bps. Also, see comments below on MVA 
adjustments for credit and liquidity components. 

2. Based on the Fee Letter Agreement, is there an accounting basis for 
recognizing up-front 12.5bps of $800MM {Delta 2004 Notes held by Yosemite 
Trust) despite the payment of these fees being contingent on the transaction 

• not being terminated by Enron.? Enron does not need Citibank's consent to 
terminate, it also should be noted that if Enron terminates, the 'make-whole 
payment from Enron is not expected to be sufficient to cover this earnings 
component. 
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The accounting concepts stated in 1. above also apply here. Additionally, a 
literal reading of the Letter Agreement (contract) states that the Fee Letter 
13 in connection with Citibank having executed the basis swap with the Trust. 
The Letter states that the 1 2.5bps is in consideration of the mutual exchange 
of agreements in connection with the basis swap related to the permitted 
investments (Delta Note) held by the Trust. Although the Letter is not m the 
legal form of an ISDA contract, the economic substance of the Letter, in the 
context of the transaction structure, is that of a basis swap/credit 
derivative. The scope and mission of activities of the Citibank Unit is to 
enter credit derivative trading positions, to be reported and accounted for on 
a MTM basis. Therefore, to a large extent, the decision to MTM the rights and 
obligations underlying the Fee Letter, is based on the econorriic substance of 
the Letter and the fact that this business accounts for its aclivities on a MTM 
basts. Some comment as above with regard to the sensitivity of the valuation 
model. As alluded to above, Citibank has completed the transaction, and there 
are no future services/products to be delivered or obligations to be 
incurred/existing or future assets to be sacrificed. Income recognition for 
the 12.5bps on a MTM basis appears to be appropriate. 


3. It MTM accounting is to be performed, is a market valuation adjustment 
required? 

As agreed with Business Financial Control, a MVA for a credit component 
(expected to be fed via GRR) and a liquidity component should be considered. 
The appropriate amount of liquidity/termination component, as detailed above, 
was determined in an amount of S800M. and is intended cover any termination 
related loss or “haircur to be incurred in attempting to sell Citibank's MTM 
receivable into the marketplace.' 

Regards. Saul 
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Kirk. Niels 


From: 

Kulick. Adam 

Sent: 

? 3 April 2000 17:00 

To: 

Kirk, Niels; ReHy, James F [CiTi] 

Cc: 

Baillie, Sieve (CITI] 

Subject: 

RE: Enron 

Niels. 



Good seeing you the othe' day. Who's wording on the structured credit basket? I've put a couple of calls into Treasa 
and she nasn't been very responsive. .. 


.i\!l the best. Adam 


Original Message — 

From: Kirk. NieiS 

Sent: Thursday. April 13, 2000 11:55 AM 
To: Redly. James F [C!T!] 

Cc: Kuiick, Adam; Baillie... Steve fClTI] 
Subject: RE; Enron 


i suspect that the Eastern contract was sold/ 
monetised as part of the Sutton Bridge safe to 
EdF (2 v^eks ago). There could be some residual 
credit risk associated with Eastern that Enron 
are trying to bundle into the Y3 deal however. 

Niels 


— Origifiai Message — 

From: james.r0iily@ci1icoT3.com [maillo:)ames.reiily@citicorp.com] 
Sent; 13 April 2000 16:28 
To: niels.kirk@citi.com 

Cc: adam.kuiick@ssmb.com; St8ve.Bailiie@citicorp.com - 
Subject: Re: Enrcai 


Neils: Thanks for the update. Adam asked me a question that 1 could 
not answer (not rare!): What has happened to the “Eastern deal' - ie. 
the ccntract intialiy suggested as the basis for Yosemite 2? 


Reply Separator 

Subject: Enron 

Author: Niels Kirk CCI. (nieis.kirk@citj.com) at 
lNTERNST/o«af1/c=us/a=!mci/p=eitk:orp 
Date; 04/13/2000 10:25 AM 


Jim. 

You may be already aware of this but there seems to bs 
3 guys in the running for Jeff McMahon's jobi Ray Sowen, 

Biii Brown and Paul Chwers. Chivers feels that his chances 
are slim. Chivers did not rule out the possibility that Fastcw 
could go ertemal. 

Otherwise in Europe we're working on: 

A follow-up deal to Yosemite if which tnvotves a basket of UK 
utility credits designed to manage credit risk and create funds 
flow. Size: GBP 100/200 MM, 
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Arcos, which is a 1 200 MW CCGT m Spain. Project cost ,s 
S650 MM and ofi-take is fully contracted (md 33 o to Enron). 

An equity investor that will Drmg the gas. Enron are favouring 
a bond solution but I suspect that banlobond {Ras Lafan) will 
be the likely outcome. They want to have theif bank group 
mandated by end-June. Frcject Finance are following this. 

Chivers mentioned that.they have established enroncredit.com 
which provides bankruptcy protection orr a b to 0 basis. They 
are still m 'getting established* mode and there are a few teething 
issues. Seems that Merrill Lynch hit their site one day and tried 
to buy some protection but the guy at enroncreOit shouldn i execute. 
Perhaps we should visit the site and lay-off some risk 

Nisis 

Kirk, Niels 

From: hl'rk, Niels 

Sent; 1 3 2000 T 6:55 

Xo; . Reilly. James F (CITi] 

qq . Kulick, Adam; Baitlie, Steve [C!T1| 

Subject: ’ Enron 


I suspect that the Eastern contract was sold/ 
monetised as part of the Sutton Bridge sale to 
EdF (2 weeks ago). There could be some residual 
credit risk associated with Eastern that Enron 
are trying to bundle into the Y3 deal howaver. 

Nieli 


- — Original Message — 

From: james.reiHy@citicorp.com [mai!tD;james.reilfy@citicorp,cofn] 
Sent; 13Aprii 2000 16:28 
To: mels.Kirk@cifi.com 

Cc: adam.kuiick@ssmb.com: Steve.Bailiie@cilicorp.cam 
Subject: Re: Enron 


Neils; Thanks for the update. Adam asked me a question that I could 
not answer {not rare!): What has happened to the ’Eastern deal* ■ ie, 
the contract intialJy suggested as the basis for Yosemits 22 


. Reply Separator 

Subiect: Enron 

Author: Niels Kirk CCI. (nie!s.kirk@citl,com) at 
INTERN£T/o=a(l/c=us/a=mci/p=ciflcofp 
Date: 04/13/2000 10:25 AM 


Jim, 

You may be already aware of this but there seems to be 
3 guys in the running for Jeff McMahon's job: Ray Bowen. 

Bill Brown and Paul Chivers. Chivers feels that his chances 
are slim. Chivers dW not rule out the possibUity that Fastow 
could go external. 

Otherwise in Europe we're working on: 

A follow-up deal to Yosemite II which invoNes a basket of UK 
utility credits designed to manage credt'risk and create funds 
flow. Size; GBP 100/200 MM. 
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Arcos, which is a 12QO MW CCGT in Spain. Projeci cost is 
SS5Q MM and off-take is fuily contracted (mcl 33% to Enron). 

An equity investor that will bring the gas. Enron are favouring 
a bond solution but 1 suspeci that bank/tond (Ras Lafan) will 
be the likely outcome. They want to have their bank group 
mandated by snd-June. Pro[ect Finance are following this. 

Chivers mentioned that they have estabiished enroncredit.com 
which provides bankruptcy protection on a b to b basis. They 
are still in "gening established* mode arid there are a few teething 
issues. Seems that Merrill L/nch hit their site one day and tried 
to buy some protection but the guy at enroncredit shouldn't execute. 
Perhaps we should visit the site, and lay-off some risk 

Niels 

Kirk, Nieis 


From: ;ames.reilly@citicorp.oom 

Sent: 13 April 2000 16:28 

fo: niets.kirk@citi.com 

Cc: - adam.kulick@ssmb.com; Steve.Bailiia@citicarp.com 

Subject: Enron 


Neils: Thanks for the update. Adam asked me a question that I could 
not answer (not rare!): What has happened to the 'Eastern deal* - ie, 
the contract intially suggested as the basis for Yosemile 2? 


Reply Separator 

Subject: Enron 

Author: Nieis Kirk CCI. {niets.kirk@citi,com) at 
INTERNET/o=af1/c=us/a=mci/p=citicorp, 

Date; 04/13/2000 10:25 AM 


Jim, 

You may be already aware of this but there seems to be 
3 guys in the running for Jeff McMahon's job: flay Bowen. 

' Bill Brown and Paul Chivers. Chivers feels that his chances . 
are slim. Chivers did not rule out the possibility that Fastow 
could go external. 

Otherwise in Europe we're working on: 

A fo!iow-up deal lo Yosemite i! which involves a basket of UK 
utility credits designed to manage credit risk and create funds 
flow. Size: GBP 100/200 MM. 

Arcos, which is a 1 200 MW CCGT in Spain. Project cost is 
$650 MM and off-take is fully contracted (inci 33% to Enron). 

An equity investor that will bring the gas. Enron are favouring 
a bond solution but I suspeci tfiat bartk/bond (Ras Lafan) will 
be the iikeiy outcome. They want to have their bank group 
mandated by end-June. Project Finance are following this. 

Chivers mentioned that they have established enroncreditcom 
which provides bankruptcy protection on a b to b basis. They 
are still in 'getting established' mode and there are a few teething 
issues. Seems that Merrill Lynch hit toeir site one day and tried 
to buy some protection but the guy at enroncredit shouldn't execute. 
Perhaps we should visit the site and lay-off some risk 

Niels 


aos 
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Kirk, Niels 

From: Kirk. Niels 

Sent: 13 April 2000 15:25 

To; Reilly, James F [CITIj 

Subject; Enron 

Importance: High 


Jim, 

You may be already aware of this but there seems to be ■ 

3 guys in the running for Jeff McMahon's job: Ray Bowen. 

Bill Brown and Paul Chivers. Chivers feels that his chances 
are slim. Chivers did not rule out the possibility that Fastow 
could go external. 

Otherwise in Europe we're working on: 

A follow-up deal to Yosemite 11 which involves a basket of UK 
utility credits designed to manage credit risk and create funds 
flow. Size: GBP 1 00/200 MM. 

Arcos, which is a 1200 MW CCGT in Spain. Project cost is 
S650 MM and off-take is fully contracted (incl 33% to Enron). 

An equity investor that will bring the gas. Enron are favouring 
a bond solution but t suspect that bank/bond (Ras Lafan) will 
be the likely outcome. They want to have their bank group 
mandated byend-June. Project Finance are following this. 

Chivers mentioned that they have established enroncredit.com 
which provides bankruptcy protection on a b to b basis. They 
are still in ’getting established" mode and there are a few teething 
issues. Seems that Merrill Lynch hit their site one day and tried 
to buy some protection but the guy at enroncredit shouldn't execute. 

Perhaps we should visit the site and lay-off some risk 

Niels 

Kirk, Niels 

From: Kirk. Niels 

Sent: 1 2 April 2000 11 ;29 

To: Theii. Rita 

Subject: RE: Enron - Pipeline Discussion with Paul Chivers 


i'll meet Rita at SSB Victorra reception (upstairs by the coffee shop) 
at 08:30. Hope this works. My mobile number is 0802 202 931. 

Niels 

.—Original Massag O ' 

From: Wintargar^t. Claudia On Sehalt Ot Thai!, Rita 

Sent IZAprtlZQOO 11:17 

To: Kirk. Niels 

Subject RE: Enron - Pipelina Discussion with Paul Chivers 

Rita will be getting into Gatwick at 07:15 and will be coming back on the Gatwick Express into Victoria. 
Regards. 

Claudia 

— Original Message 

From: Kirk. Niels 

Sent Tuesday, Apnt 11. 2000 8:07 PM 
To: Theii, Rita 

Subject RE; Enron • Pipelina Discussion wrth Paul Chivers 

809 
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INTERNAL USE ONLY - NOT FOR DISTRIBUTION OUTSIDE THE FIRM 

The securities described in this memorandum may not be offered or sold to anyone except non-U^. persons as defined in Regulation S under 
the Act. Further information about the issuer and the securities may be obtained from the offering memorandum relating to this offering 
prepared by the issuer. Under no circumstance? should this sales memorandum be provided to anyone outside Salomon Smith Barney. The 
contents of this memorandum should not be discussed with anyone outside Salomon Smith Barney (including the press) other than 
customers of the firm that are non-U.S. persons as defined in Regulation S, syndicate members, or the issuer. 

Financing Summary dated August 10. 2000 
Enron Credit Linked Notes Trust (“Enron CLN”) 

$[500 million] 

^ (ttte "Notes") 


August 13.2Q0Q 


Frequently Asked Questions 

Q: How does the Enron CLN transaction differ from the Yosemite transaction? 

A: The Enron CLN structure is a simplified version of the Yosemite transaction. The simplification of 

the structure should increase the liquidity of the Notes. The primary differences between the two 
structures are; 

i. Citibank will make all interest payments regardless of defaults on Trust Investments, but 

absent an Enron default; ’ 

ii. Trust Investments are limited to highlyrated short-term obligations (U.S. Governments. 
AAA insurance companies, and A-l/Pq money center banks"); there are no Eitroh 
obligations in the Trust prior to an Enron default; 

iii. Citibank’s rights to settle have been limited to a short time period; and 

iv. Much of the flexibility to alter the structure has been removed in the Enron CLN structure. 

Q: What is the basic idea behind the Enron Credit Linked Notes? 

A: The Notes are primarily designed so that the payments made on the Notes are expected to mirror 

payments that would be made if the Notes were senior unsecured obligations of Enron. However, 
the inclusion of Citibank credit risk slightly alters the risk profile in that the interest component of 
the cash flows is in part dependent upon Citibank’s fulfillment of its obligations under the Credit 
Swap. 

A: The broad theme is to find the best home for different risks. As noted in The Wall Street Journ^ 

on 10/27/99, banks are increasingly reluctant to take on long dated credit risk (i.e. generally a 
3-year time horizon), although they maintain a competitive advantage in structured finance. As 
with Yosemite, the Enron CLN structure allows Enron to take advantage of the flexibility provided 
by banks in structuring complex financings while placing pure long dated credit risk in the capital 
markets. 

Q: Why do the Enron CLNs make economic sense? 

A: Structuring risk is most efficiently priced in the bank market, while pure credit risk is most 

efficiently priced in the capital markets. The Enron CLN structure allows Citigroup to place pure 
Enron credit risk in the bond market while keeping the structural risks in the bank market. 
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INTERNAL USE ONLY - NOT FOR DISTRIBUTION OUTSIDE THE FIRM 

The securities described in this memorandum may not be offered or sold to anyone except non-U. S. persons as defined in Regulation S under 
the Act. Further information about the issuer and the securities may be obtained from the offering memorandum relating to this offering 
prepared by the issuer. Under no circumstances'should this sales memorandum be provided to anyone outside Salomon Smith Barney. The 
contents of this memorandum should not be discussed with anyone outside Salomon Smith Barney (including the press) other than 
customers of the firm that are non-U .S. persons as defined in Regulation S, syndicate members, or the Issuer. 

Financing Summary dated August 10, 2000 

Enron Credit Linked Notes Trust (“Enron CLN”) 

$[500 million] 

' ■ (^e_“Notes'') 


Q; Whv is Enron doing another structured financing? 

A: To take advantage of banks’ structuring expertise while broadening Enron’s sources of capital. 

Banks are willing to do structured financings for limited tenors (typically three years); the Enron 
CLN transaction will allow Enron to continue to execute structured financings with banks while 
extending the tenors of the deals by placing the credit risk in the capital markets. Enron believes 
that, as its capital structure is diverse and complex, strategic value is added by being able to 
syndicate a variety of risks through structured financings. 

Examples include: contract monetization transactions, financing of S2 billion of inventory,' Enron 
has taken on through Enron Network’s acquisition earlier this year. 

Q: Does Enron intend to issue plain vanilla corporate debt this year ^ 

A: Enron has stated that it is not intending to issue plain vanilla corporate debt through year-end. 

Therefore, the Enron CLNs are likely to be the one secunty to most closely approximate Enron 
senior unsecured debt issued for the remainder of this year. 

Q: How does the Investor risk in this transaction differ from that in plain corporate debt‘s 

A: There are three risks to analyze: Enron, Citibank and the Trust Investments. 

Q: [s Enron running out of bank lines? 

A: Enron has substantially reduced its dependence on bank financing over the last year (over 

S4 billion in freed up capacity). Enron believes that it has excellent liquidity in and access to the 
bank market. The Enron CLN issuance provides Enron with another avenue through which to 
source funds and expand its sources of capital. 

Q; How does this transaction affect Enron financial statements? 

A: The issuance of these notes will have no impact on Enron’s balance sheet. The transaction is 

designed to allow Enron to restructure and lengthen existing structured financings that are already 
referenced in its financial statements. 

Q: ffTiaf is Citigroup 's interest? 

A: Enron is an important customer of Citigroup. Citigroup wants to continue to strengthen this 
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INTERNAL USE ONLY - NOT FOR DISTRIBUTION OUTSIDE THE FIRM 

The securities described in this memorandum may not be offered or sold to anyone except non-U.S. persons as defined in Reeolation S under 
the Act. Further information about the Hsmbt and the securities may be obtained from the tiering memorandum reUling to this offering 
prepared by the issuer. Under no circumstances should this sales msnorandum be provided to anyone outside Satomon Smith Barney. The 
contents of this memorandum should not be discussed wrftn anyone outside Salomon Smith Sarney (Inciuding the press) other than 
cistomers of the fkm that are non-U.S. persons as defined in Regutation S. s^dlcate members, or the issuer. 

Financing Summary dated August 1 0, 2000 

Enron Credit Linked Notes Trust (“Enron CLN") 

$[500 millionj 

. • (the “Notes”) 


relationship, and the Enron CLN transaction allows Citigroup to continue executing sophisticated 
financings with Enron while managing its credit exposure. In addition, the Enron CLN Trust is a 
great follow up to Yosemite that provides Citigroup a vehicle through which it can continue 
expanding its penetration into the credit derivatives market. 

Q: What are the benefits to investors? 

A: Investors receive a premium for taking Enron credit in a lightly structured form. 

Q: What kind of assets canihe Enron CLN Trust hold? - ^ 

A: The Trust Investments are limited to certain high credit quality investments (time deposfis, 

promissory notes or commercial paper of U.S. money center banks with short term ratings of 
A-l/P-1 and long term ratings of AA-/Aa3 that mature within 365 days of issuance, obligations for 
borrowed money or GICs of AAA/Aaa insurance companies that mature within 365 days of 
issuance, and direct U.S. government obligations). Trust Investments must bear a stated rate of 
interest and must mature prior to the maturity of the Notes. If the Notes are not in default. 
Noteholders will not know the Trust Investments but such information will be provided to the 
Rating Agencies. 

Q: What is investors ' exposure to Enron? , 

A: The Notes are designed to mimic the risk profile of Enron senior unsecured obligations. 

Following any payment failure, the structure is designed to give investors risk to Enron senior 
unsecured obligations that rank the same as borrowed money. Therefore, in all cases, investors 
bear general credit risk to Enron senior unsecured obligations. 

Q: What is investors ' exposure to Citibank? 

A: Investors have perfonmance and credit risk to Citibank (Aa2/AA'). Through a swap. Citibank 

receives all payments from Trust Investm^ts and is obligated to deliver to the Trust sufficient 
funds to make each coupon payment on the Notes. 

Qt Do investors' have other risks? 

A; The Enron CLN Trust will invest in certain high credit quality investEnents. of different obligors 
meeting the eligibility criteria. Investors bear default risk of but not price risk to these securities. 
This risk is in part mitigated by the presence of $50 million of certificates, which are subordinated 
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INTERNAL USE ONLY - NOT FOR DISTRIBUTION OUTSIDE THE FIRM 

The securities described in this tnemorandum may not be offered or soW to anyone except non-U.S. persons as defined in Regulation S under 
the Art. Further information about the issuer and the securities may be obtained from the offering memorandum relatii^ to this offering 
prepared by the issuer. Under no circumstances should this sales memorandum be provided to anyone outside Salomon Smith Barney. The 
contents of this memorandum shouid not be discussed with anyone outside Salomon Smith Barney (including the press) other than 
customers of the firm that are non-U.S. persons as defined in Regulation S, syndicate members, or the issuer. 

Financing Summary dated August 10, 2000 

Enron Credit Linked Notes Trust (“Enron CLN”) 

$(500 million! 

, (the “Notes”) 


to the Notes. 

Q: Can the Enron CLN structure be replicated? 

A: The Enron CLN structure is the result of Citibank’s effort to simplify the structured financing 

programs which Enron has previously placed in the market. Citigroup believes this simplicity wilt 
be favorably accqpted by the market. This structure can be replicated and used to the benefit of 
other capital users. 

Q: WJio mil own she Certificates? 

A: The certificates will be privately placed on an undisclosed basis. 

The foregoing memorandum is based on the issuer's offering meraorandum. This memorandum may not be distributed to 
anyone outside Salomon Smith Barney. The contents of this memorandum shouid not bo discussed with anyone outside 
Salomon Smith Barney {including the press) other than customers of the firm that are non-U.S. persons as dsfiried in 
Regulation S, syndicate members, or the issuer. The securities that are the subject of this offering may not be offered or sold 
to anyone except nors-U.S. persons as defined in Regulation S under the Act. 
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CLN Swap* 

Enron/Citibank N. A. swap 
Effective August 25. 2000 Citibank N.A. makes a fixed payment of S439.677, 1 03 to Enrii ilorth 
America Corp. 


i- 


. ^ 


On each Januan- 14 and July 14 beginning Januaty 14, 2001 and ending July 14, 2005 ENA agrees to 
pay Citibank N.A. an amount equal to 568^24 bbls, at the December 2005 Oil-WTI NYMEX futures 
contract, priced at closing 3 Commodity Business Days prior to the payment date. The first payment on 
Januaty 14, 2001 will be prorated by the actual number of days elapsed since closing, for an amount 
equal to 533,312 bbls. 


On July 14, 2005, which the parties agree to be the final payment date of the ttapsaction, ENA agrees 
to pay Citibank N.A. the lesser of S475,000,000 and the amount equal to 23,238,748 bbls at the 
December 20050i!-\VTI NYMEX fumres contract, priced at dosing 3 Commodity Business Days 
prior to the final payment date. 

Enron/Della swan ^ 

Effective August 25, 2000, Delta Energy Corporation makes an initial payment of 535,322,897 to 
Enron North America Corp. 

On each January 14 and July 14 beginning January 14,2001 and ending July 14, 2005 Delta agrees to 
pay ENA an amount equal to 568,024 bbls at the December 200SOil-WTI NYMEX futures contract, 
priced at closing 3 Commodity Business Days prior to the payment date. The first payment on Januaty 
1 4, 200 1 will be prorated by the actualnumber of days elapsed since closing, for an amount equal to ' 
533,312 bbls. . . 

On each January 14 and July 14 beginning January 14,2001 and ending July 14, 2005, ENA agrees to 
pay Delta 517,750,750. The first payment on January 14, 2001 will be prorated by the actual number of 
days elapsed since closing, for an amount equal to 5 1 6,665,982. 

On July 14, 2005, which the parties agree to be the final payment date of the transaction, ENA agrees 
to pay Delta the greater of 50 and the amount equal 5475,000,000 minus 23,238,748 bbls. at the 
December 20050tl-WTI NYMEX futures contract, priced at closing 3 Commodity Business Days 
prior to the final payment date. 

Delta /Citibank N.A. swan ^ 

Effective August 25, 2000 Citibank N.A. makes an initial payment of 535,322,897 to Delta. 

On each January 14 and July 14 beginning Jaipiary 14,2001 and ending July 14, 2005 Citibank N.A. 
agrees to pay Delta an amount equal to 568.0^24 bbls at the December 20050il-WTI NTMEX futures 
contract, priced at closing 3 Commodity Business Days prior to the payment date. The first payment on 
January 14, 2001 will be prorated by the actual number of days elapsed since closing, for an amount 
equal to 533,J12bbls. 

On each January 14 and J^y 14 beginning January 14, 2001 and ending July 14, 2005, Delta agrees to 
pay Citibank N.A. 517,750,750. Thefitstpaymenton January 14, 2001 will be prorated by the acmai 
number of days elapsed since closing, for an amount equal to 5 1 6,665,982. 

On July 14, 2005, which the parties agree to be the final payment date of the transaction. Delta agrees 
to pay Citibank N.A. the greater of 50 and the amount equal to 5475,000.000 minus 23,238.748 bbls at 
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the December -WTI NYMEX futures contract, priced at closing 3 Commodity Business Days prior to 
the final payment date. 
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Lee, Andrew P [FIN] 


From: Bernstein. Saul {CITl] 

Sent: . Wednesday. October 18. 2000 12;45 PM 

T o: Lee. Andrew P [FINj 

Cc: Cougie. Foster [FiN) 

Subject: RE: RE; Enron Foi!ow-up 


Andy, oer our discusson, the siluaticn is as follows: The Trust issued S475MM 
of CLN to 100% risk we.ght investors, and a first loss $50MM CLN to RBOC 
against which Citibank wrote a Total Return Swap. Citibank, consequent. ' 
consolidated the Trust TTie Trust deposited the CLN proceeds as a depos'itwiih 
Citibank, which in turn extended credit to Enron in the form of a prepaid swap. 

For GAAP purposes, the financing of Enron is reported as a prepaid swap 
derivative (MTM) and the CLN as third party borrowings. The prepaid sw^ for 
R6C purposes is repo'rted as a loan. For R8C puiposes. \he business would like 
to apply cash coffateraiizaiion rules to achieve a zero risk weight. The 
thinking is that Citibank is not out-of-pocket cash and that if Enron defaulted 
on the prepaid swap. Citibank could deliver such swap (or other similar Enron 
debt} to the CLN investors in return for forgiveness in repaying the CLNs. We 
would need to have Business counsel advice that Citibank has the aforemei^oned 
legal rights, enforceable in all circumstances, such that Citibank has 
effectively transferred the credit risk related to the prepaid swap to the CLN 
investors. In addition to the internal legal evaluation. Financial Control 
" should review the CLN documents. H is essential that the CLN be directly 
linked to (i.e.. referenced to in the CLN documentation) tfie prepaid swap. 

Or^y in these circumstances, would ti then be appropriate to report the prepaid 
swap (loan) at zero risk weight for RBC purposes. 

Let me know what you learri. 

Regards. Saul 

Original Message — 

From: andrew.p.iee [SMTP;andrew.pJee@ssmb,com] 

Sent; Tuesday. October 17. 2000 8:18 PM 
To; saut.bernstan 
Cc: andrew.p.iee; foster.cougle 
Subject; RE; Enron Follow-up 

Hi Saul. 

1 have a foitow-up question regarding the RBC treatment for the 
Enron transaction if you don’t mind. Per the guidance below, we did treat 
the prepaid oil swap as a loan/direct credit subshtute (100% risk weighted) 
for B/30. A question I have though is Siat since the desk has a hedge for 
the credit exposure of She 'loan- by essentially purchasing credit 
protection 

from the trusL'noteholders, is there a way to get some reduction in the 
risk we^hting? 

As always, thanks for you help. 

Regards. 

An.cy 


— Original Message — 

From; Bernstein, Saul (CITl) 

Sent; Wednesday. October 04. 2000 t;26 PM 
To; Lee. Andrew P {FfN| 

Cc; Cougie. Foster {FlNl; Mackey. William J (CtTIl; Waters, Marty 
[ClTlj: Williams, Jo-Anne (FIN] 

Subject; FW: Enron Follow-up 


Andy, please see forwarded response. Hope all is well. 
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Regards. Saul 

— Originai Message — 

From: MacKey. William J. 

Sent: Wednesday. October 04, 2000 12:01 PM 
To. Bernstein, Saul 
Subject; Enron Follow-up 

Andy. ! just completed a second review of the structure to ensure the 
appropnaieness of consolidating :he Trust. Since the Royal Bark Canada 

(RBOC). the holder of the S50MM CLN. Credit linked Notes, transfers the risk 
of ■ 

holding these Notes to Citibank via the Total Return Swap, RBOC is not at 
risk 

and can not be viewed as the equity owner of the Tnjst. Citibank should 
consolidate the Trust. . Efiminaling.the double count (for Citibank - Credit 
Derivatives Trading Unit) of assete requires the removal of iheCSibank EM 
Treasury Desk from the transaction. Regardless of the feasibility of ihe 
below 

options, your books as of 9/30 should reflect the consdidation of the 
Trust- 

Some options to consider follow. 

‘Have the Trust (an apparent third party opposite Enron since Citibank is 
consolidating it) place the funds and enter a prepaid swap directly with 
,, Enron. 

Enron would have to pay one year U80R to the Trust to keep the pricing 
intact. What purpose does Citibank EM Treasury play? Must ttie Trust’s 
placement of funds be in deposit form as required by its Charier provisions 
regarding investment activities? Is the Trust authorized per its Charter to 

enter a prepaid swap? . ' . 

A sectmd opUon is for foe Trust to place foe-funds directly wth the 
Citibank 

Credit Derivatives Desk (CD), as an intra (not inter-company) company 
receivable/payable (which would be eliminated within the Combirted CD 
financials. Can Citibank - CO borrow from an external source 
(notwithstandfog 

that we are consolidating the Trust for accounting purposes, the Trust is an 

otherwise separate legal entity not within foe ownership chain of foe 
Citigroup 

family.) Since we are cortsolidatir^g the Trust's debt (presumably raised 
from 

third party investors), this may be a moot point. I’m copying M. Waters of 
OCF 

for informational purposes. 

A last option is to replace the EM Treasury Unit with a third party bank. 

This 

is -a cost/beneflt decision by the business. 

For RBC purposes. 1 would treat the prepaid swap as a loan, a 100% risk 
weighted asset. Same RBC treatment giveh to a d^ect credit substitute. 

For 

GAAP, the prepaid derivative should be MTM as a trading poslion. 

Regards. Saul 

Forward Header 


Subject: Enron Follow-up 

Author: andrew p.iee { 3 ndrew.p.lee@ssmb.com) at INTERNET 
Date; 09/25/2000 1 0:44 AM 


Hi Bill, 

Good seeing you on Friday and hope foe camping trip went well! 
t just wanted to foflow-up regarding foe Enron deal. We ended up discussing 

foe trade for a few minutes with Saul on Friday and off foe top of his head, 
he 

seems to believe that consolidation of foe trust is clearly necessary. 
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However, he wash'l sure if it made sense ihaf this trade is then basicaily 
aoubie-counted on the balance sheet for the Credil OerivaUves desk (once as 
a 

prepaid oil swap and again as a inlracompariy deposit) resulting in this 
trade 

adding approximately a billion dollars of assets. Overall frtxn a 
consolidated 

Firm point of view, only the prepaid'ofi swaps and the credit linked notes 
would appear on the balance sheet but the balance sheet from the Credit 
Derivatives desk point of view (and Emerging Markets Desk) gets grossed-up. 

Assuming ws have to consolidate the trust, any suggestions on how we can 

avoid 

this’ 

Also, shoulld we go ahead and treat the prepaid oil swap as a direct credit 
substitute With a 100% conversion factorfor RBC? 

Thanks for your help. 

-Andy 
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Original Message 

From: andrew.p.lee (SMTP : andrew.p . lee®ssmb . com] 

SenC: Tuesday, October 17, 2000 8:18 PM 
To: saul . bernstein 
Cc : andrew.p.lee; foster. cougle 
Subject: RE; Enron Follow-up 

Hi Saul, . 

I have a follow-up qusstion'rsgardihg Che RBC treatment for the Enron transaction if you 
don't mind. Per Che guidance below, we did treat Che prepaid oil swap as a loan/direct 
credit substitute (100% risk weighted) for 9/30. A question I have though is that sines' 
Che desk has a hedge for the credit exposure of the "loan" by essentially purchasing 
credit protection from the trusc/noteholders, is there a way to get some reduction in the 
risk weighting? 

As always, thanks for you' help. 

Regards , 

Andy 


Original Message 

From: Bernstein, Saul [CITI] 

Sent: Wednesday, October 04, 2000 1:26 PM 
To: Lee, Andrew P [FIN] 

Cc: Cougle, Foster [FIN]; Mackey, William J [CITI]; Waters, Marty [CITI]; Williams, Jc- 
Anne [FIN] 

Subject; FW : Enron Follow-up 


Andy, please see forwarded -response . Hope all is well. 

Regards, Saul 

Original Message 

From: Mackey, William J. 

Sent: Wednesday, October 04, 2000 12:01 PM 
To: Bernstein, Saul 
Subject: Enron Follow-up 

Andy, I just completed a second review of the structure to ensure the 
appropriateness of consolidating Che Trust. Since the Royal Bank of Canada 

IRBOC) , Che holder of the $50MM CLN, Credit Linked Notes, transfers the risk of 
holding these Notes Co Citibank via the Total Return Swap, R30C is not at risk 
and can not be viewed as the equity owner of the Trust. Citibank should 
consolidate the Trust. Eliminating the double count (for Citibank - Credit 
Derivatives Trading Unit) of assets recruires the removal of the Citibank EM 
Treasury Desk from the transaction. Regardless of the feasibility of Che below 
options, your books as of 9/30 should reflect the consolidation of Che Trust . 
Some options to consider follow. 

Have Che Trust (an apparent third party opposite Enron since Citibank is 
consolidating it) place the funds and enter a prepaid swap directly with Enron. 

Enron would have to pay one year LIBOR to the Trust Co keep the pricing 
intact. What purpose does Citibank EM Treasury play? Must the Trust's 
placement of funds be in deposit form as required by its Charter provisions 
regarding investment acti-vities? Is- Che Trust authorized per its Charter to 

enter a prepaid swap? 

A second option is for the Trust to place the funds directly with the Citibank 
Credit Derivatives Desk (CD) , as an intra (not inter-company) company 
receivable/payable (which would be eliminated within the Combined CD 
financials. Can Citibank - CD borroi/ from an external source (notwithstanding 
that we are consolidating the Trust for accounting purposes,' the Trust is an 
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otherwise separate legal entity not within the ownership chain of the Citigroup 
family.) Since we are consolidating the Trust's debt (presumably raised from 
third party investors), this may be a moot point. I'm copying M. Waters of OCF 
for informational purposes. 

A last option is to replace the EM Treasury Unit with a third party bank. This 
is a cost/benefit decision by the business. 

For RBC purposes, I would treat the prepaid swap as a loan, a 100% risk 
weighted asset. Same RBC treatment given to a 'direct credit substitute. For" 
GAAP, the prepaid derivative. should be MTM as a trading postion. 

Regards, Saul 

Forward Header ' 

Subject; Enron Follow-up 

.Author: andrew.p.lee (andrew . p , lee@ssmb . com) at INTERNET 
Date: 09/25/2000 10:44 AM 


Hi Bill, . 

Good seeing you on Friday and hope the camping crip went well! I just wanted to 
regarding Che Enron deal. We ended up discussing 

the trade for a few minutes with Saul on Friday and off the top of his head, he 
seems to believe chat consolidation of the trust is clearly necessary. However, 
sure if it made, sense that this trade is Chen basically 

double-counted on Che balance sheet for the Credit Derivatives desk (once as a 
prepaid oil swap and again as a intracorapany deposit) resulting in this trade 
adding approximately a billion dollars of assets. Overall from a consolidated 
Firm point of view, only the prepaid oil swaps and the credit linked -notes 
would appear on the balance sheet but the balance sheet from the Credit 
Derivatives desk point of view (and Emerging Markets Desk) gets grossed-up. 

Assuming we have to consolidate the trust-, any suggestions on how we can avoid - 
this? . .- 

.2s.lso, shoulld we go'ahead and treat .the prepaid oil swap as a direct credit 
substitute with a 100% conversion factor for RBC? '■ 

Thank's for your help. 

-Andy 
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Unknown 


From: 

Sent: 

To: 

Cc: 

Subject; 


Bernstein, Saul [CIT!] 

Thursday. October 19, 2000 1:19 PM 
Lee, Andrew P [FIN] 

Bendernagel. Donald [GCOj; Caplan. Rick [FI]; Cougle, Foster [FIN] 
RE: RE: RE: RE; Enron Follow-up 


Andy, I had a chance to speak with Rick this morning. He clarified that in an 
Enron default event, Citibank, has Che right to deliver SSOOMM of deliverable 
Enron obligations (DEO) to Che trust, and to receive $550 of Trust investments 
(i.e., all Che assets of the trust). Citibank would therefore cake back all of 
ics$550MM deposit liability. Citibank would be ahead by $50MM. The 
note-holders would solely look to the recovery value of the DEO to have its 
SSOOMM of Notes repaid. It is intended Chat the note-holders ultimately have 
exposure to Enron senior unsecured default risk. .Nothing would remain for the 
certificate holder (R30C) , which entity would lose its entire S50MM investment. 

Citibank would then pay the certificate' holder (RBOC) $50MM to settle the TRS . 

Thus, in the Enron default scenario, Citibank, nor Che certificate holder, 
would NOT sustain a loss. - In view of the above, I believe it is appropriate 
for Citibank to report the benefits of the effective cash collateralization 
arrangement for RBC purposes. That is, there should not be a risk asset. Rick 
stated that this was the understanding when the deal was structured. 

As a last point, Rick also mentioned that there is a Milbank, Tweed memorandum 
which clarifies that the prepaid swap meets the definition of a deliverable 
Enron obligation (DEO) . We need this letter (please fax me a copy) plus CM 
confirmation from Don, on this point. We could then revise the RBC reporting. 

Regards, Saul 

Original Message 

From: andrew.p . lee (SMTP : andrew. p . lee®ssmb . com] 

Sent: Thursday, October 19, 2000 AM 

TO: saul.bernstein 
Cc: andrew.p. lee; foster . cougle 
Subject: RE: RE: RE: Enron Follow-up 

Hi Saul, 

Thanks for your comments. 

One thing Co note chough is Chat Che certificate -holders actually do not sustain the loss 
if a credit event occurs. Though the certificate-holders retain the first loss exposure 
in regards to the performance of Che Trust Assets, if a Enron Credit Event were to occur, 
Che certificates are actually redeemed. Under Che terms of Che Settlement following an 
Enron Credit Event, in return for Citibank delivering Enron Deliverable Obligations to the 
Trust, Che Trust will deliver- an amount of Trust Investments to Citibank equal to the 
amount of Enron Deliverable Obligations that Citibank delivered plus an amount equal to 
Che Base i^UnounC of Che Certificates. - 

Thus, following a credit event we would not have any exposure to the certificates and 
would no longer consolidate the trust. The assets of the crust at that point (the Enron 
assets chat Citibank delivered) would solely belong to Che noteholders. 

Please let me know how this affects your thoughts. 

Thanks , 

Andy 
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From: Bernstein, Saul [CITI] 

Sent: Wednesday, October 18, 2000 7:42 PM 
To: Lee, Andrew P [FIN] 

Cc: Cougle, Foster [FIN] 

Subject: RE: RE: RE: Enron Follow-up 


Andy, I agree it is wise to wait for Don’s in-put. I have, however, some 
second thoughts. 

I believe that relative to Che prepaid swap asset, Citibank is providing first 
loss protection to the certificate-holders by writing Che total return swap 
(TRS) against the certificates (considered Che equity in Che structure) issued 
by the Trust. The deposit is-, in an amount equal to the Note and Certificate 

issuance proceeds, so Che certificate holder would also sustain losses under 

Che terms of the credit swap. The note-holders and certificate holder, in a 

worse case scenario, would lose their entire' investment. if Che prepaid swap had 
a zero recovery value and Che Trust had no other sources of repayment. Under 
Che TRS, Citibank would make the -certificate holder whole. In all credit 
derivative structures in which Citibank purchased protection to obtain RBC 
relief, Che first loss retention was limited to 1%. Here Che first loss is 
about ten percent {$50/$52S) . This maximum loss exposure is greater chan the 
3% capital we currently would reserve for Che prepaid swap (loan) . 

Accordingly, taking any RBC relief would seem inappropriate. If I'm not 
correctly understanding our loss exposure, please advise. 

Also, for the record, I'm not sure if we are correctly characterizing the 
instrument we are trying to report for RBC purposes. The asset swap is pursuant 
to the terms of the Credit Swap between Citibank and the Trust. Assuming • 
Citibank has the right to deliver Che prepaid swap in return for the Trust’s _ 

investment (i.e., Its deposit with Citibank), in equal principal amounts, this 
asset swap is occurring within the' Citicorp consolidated entity (since we are 
consolidating Che Trust) . We are not dealing with either a default swap or a: 
credit linked. note - two conventional types of credit derivatives. The 
note-holders are not obligated (per the credit swap) Co reimburse Citibank for 
default losses on the prepaid swap nor is there principal debt forgiveness in 
the amount of any default loss on the prepaid swap. Instead, we have a 
combination of a credit swap agreement (inter-company on a practical reporting 
level) and note issuance terms which effectively permits Citibank to transfer 
senior unsecured Enron indebtedness default risk to Che note holders and 
certificate holder (Che investors) . The investors can be limited, in an Enron 
credit event, to solely look Co the recovery value of non-performing Enron 
deliverable (delivered to Che Trust) obligations for repayment. If not for the 
first loss exposure, I believe we would have some form of cash 
collateralization arrangement (not a credit derivative) which is legally 
enforceable and economically effective - otherwise worthy of seeking an opinion 
from counsel and from Corporate Regulatory Advisory. 

Regards , Saul 

Original Message 

From: andrew.p.lee [SMTP:andrew.p. leeSssmb.com) 

Sent; Wednesday, October 18, 2000 5 :'50 PM 
To: saul .bernscein 
Cc: andrew.p.lee; foster. cougle 
Subject: RS: RE; Enron Follow-up 
Importance: High 

Hi Saul, 

Here's what we found out. Amanda Angelini 
(one of Che structurers) confirmed that upon a 
credit event we can legally deliver the prepaid 
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swap to be used to pay the noteholders. I left a 
message with Don Bendernagel to call me to confirm 
this but Amanda also assured me that he agreed 
with this view. 

The terms found in the offering memo do appear to 
support this. According to the terms,, if a credit 
event occurs, Citibank can deliver to the trust 
Enron Deliverable Obligations which would include 
any senior obligation. of Enron (including swaps) 
that would rank at least equal in priority 
to claims against Enron for senior unsecured 
indebtedness that is not a participation interest 
and which is considered '’actively traded" by IRS 
standards (which Amanda believes is satisfied by 
the prepaid swap) . In return, Citibank would receive 
Che trust assets (Che Citibank CD) which would make us 
whole on Che prepaid and on the. equity certificates. 

Thus, though the prepaid swap is not specifically 
mentioned in Che offering memo, it does appear to 
satisfy Che criteria that is stated in the memo. 

As a result, it does appear we have effectively 
transferred the credit exposure to the noteholders. 

Please let me know if you think this is sufficient 
CO go ahead and reduce the risk-weighting Co 0%. 

We may still be able Co revise the 9/29 reporting 
if we act quickly. 

Thanks , 

Andy 


Original Message 

From: Bernstein, Saul [CITI] 

Sent: Wednesday, October 18, 2000 12:43 PM 
To: Lee, Andrew p [FIN] 

Cc : Cougle, Foster [FIN] 

Subject: RE: RE: Enron Follow-up 


Andy, per our discussion, Che situation is as follows: The Trust issued S47SMM 
of CLN to 100% risk weight investors, and a first Loss $50MM CLN to RBOC, 
against which Citibank wrote a Total Return Swap. Citibank, consequently, 
consolidated the Trust. The Trust deposited the CLN proceeds as a deposit with 
Citibank, which in turn extended credit to Enron in the form of a prepaid swap. 

For GAAP purposes, Che financing of Enron is reported as a prepaid swap 
derivative (MTM) and Che GLN- as third party borrowings. The prepaid swap for 
RBC purposes is reported as a loan. For RBC purposes, the business would like 
to apply cash collateralization rules. Co achieve- .a zero risk weight. The 
chinking is chat Citibank is not out-of-pocket cash and that if Enron defaulted 
on Che prepaid swap. Citibank could deliver such swap {or ocher similar Enron 
debt) to Che CLN investors in return for forgiveness in repaying Che CLNs . We 
would need to have Business counsel advice Chat Citibank has the aforementioned 
legal rights, enforceable in all circumstances, such that Citibank has 
effectively transferred Che credit risk related to the prepaid swap to the CLN 
investors. In addition to the internal legal evaluation, Financial Control 
should review the CLN documents. It is essential Chat Che CLN be directly 
linked to (i.e., referenced to in Che CLN documentation) Che prepaid swap. 

Only in these circumstances, would it then be appropriate Co report Che prepaid 
swap (loan) at zero risk weight for RBC purposes. 

Let me know what you learn. 

Regards , Saul 
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Lee, Andrew P [FIN] 


From: , Angeiini, Amanda [Fi] 

Sent: Wednesda/, October 18. 2000 4;32 PM 

To: Lee. Andrew P [FINj 

Cc: Caplan. Rick [FI] 

Subject: Re: Enron 


If the question is '.vheiher the prepaid is a deliverable obligation then the answer is • 
tax definition We are comfortable Shat there is a market for prapaids ‘ 

Please call if you want to discuss further. 

Amanda 

Original .Message — 

From: Lee, Andrew P [FiN] <:al06Q30@imcnam.$smb.com> 

To- Angelini. Amanda [Fi] <aa1 9374(§imcnafn.ssmb.com> 

Sent; Wed Oct 18 15:33:38 2000 - 

Subject; Sr^ron 

Hi Amanda, . - 

Yes. believe it or not. we are still working out some issues on the Enron trade. 

After receiving guidance from accounlmg policy, we ended up consoWaling the 
trust (we have the Emerging Markets CD and the ClN's on ow books) and we 
treated the prepaid swap as a loan (100% risk weight) for RBC purposes. 

What I’m trying to work ori is to get the risk weight reduced on the prepaid swap. 
Per accounting pdicy we need to prove tha_t we have legally transferred all 
credit risk. From their point of view they wouid like to see that the CLN is 
directly linked to the prepaid swap. 

In the offering memo, the definition of Enron Deliverable Obligation includes 
"actively traded" Obligations (including swaps). Do we have the documentation 
in place to allow us to deliver the prepaid swap under this definition? 

Is there someone in legal who can confirm this? 

Thanks. • • 

Andy 
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Lee, Andrew P [FIN] 

Angelini. Amanda [Flj 
Monday, November 20. 2000 4:29 PM 
Lee, Andrew P (FiN] 

C^lan. Rick {FI] 

FW: RE; Enron CLN Trans'action - SFAS 133 Accounting far Prepaid Swaps 


Andy , - 

We are .nd.fferent as to whether it is booked separately. As for Delta’s benefit - Delta does receive a small fee for ent^nna 
into these transactions . '■ = 

Amanda , 

— Onginai Message-’-— 

From. Lee. Andrew P [FIN] 

Sent; Thursday, November 16, 2000 4;33 PM 
To: Angelini. Amanda [Fl| 

Co: Cougle. Foster {F!N| 

Subject; RE; RE: Enron CLN Transacfion - SFAS -133 Accounting for Prepaid 
Swaps 


Hi Amanda, 

Thanks for getting back to me. 

The Citibank Swap Fee I'm referring to is the 30bps on the SOOmm notional. It is currently booked’ as part of the 
pfomisso/v note coupon and I'm wondering .whether or not it should be booked separately. 

If I’m interpreting your response properly, does it mean that Delta entered- into an offsetting trade with Enron toTiedoe the - 
trade that they have with us? How does Delta benefit from this transaction? 

Thanks. 

Andy _ ' . 


— Onginai .Message — 

From: Angelmi, Amanda (Fi| 

Sent: Thursday, November 16, 2000 3:32 PM 
To: Lae, Andrew P (FIN); Caplan, Rick [FI] 

Co: Cougle. Foster [FIN] 

Subject; RE; RE: Enron CLN Transaction - SFAS 133 Accounting for Prepaid 
Swaps 


Andy • I would answer your questions as follows • 

There is a limited secondary market for the prepaid as o^er banks are doing them in the market. 

There was a promissory note issued by Enron at closing. What Citibank Swap fee are you talking about? 

This IS a third party independent relationship • Enron and Delta have entered into a market swap and put option with Delta. 
Rick IS out. Let me know if you need more information. 

Amanda 

— Ongina! Message — 

From: Lee, Andrew P [FIN] 

Sent: Thursday, November 16. 2000 2:56 PM 
To; Caplan, Rick [FI]; Angelini, Amanda [FI] 

Co; Cougle, Foster [FIN] 

Subject: FW: RE; Enron CLN Transaction - SFAS 1 33 Accounting for Prepaid 
Swaps 
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We have been going back and forth a bit with Saul on a couple 
of SFAS 133 issues that he has brought up on the prepaid swap 
and the CLNs in the Enron transaction and I was wondering if you 
could help us on a few more questions. 

In summary, under SFAS 133 Sauf states that we would no longer 
be able to mark to market the prepaid swap because it fails to 
qualify as a derivative. As a result, we would have to.appiy 
ioan/3Ccnj3! accounting for the prepaid. Additionally, since 
the Trust is consolidated orjto our books (due to us effectively 
owning the certificates) the CLNs are our liability which need 
to have the embedded default swap bifurcated from the note. 

There is still some questbn on how alt this would exactly be done 
but it may potentially lead to volatility in the P&L. Thus, we are 
still debating some points with Saul, 

The information the we are looking for ffiat could help us in our 
discussions/analysis is: 

- if necessary, could we make an argument that there is a secondary 
market for the prepaid swap? 

- Will there be an actual S25mm promissory note issued by Enron 
(it currently is booked by the desk as a swap) and will the 
Citibank Swap fee be included in the coupon payment on it? 

(I'Vnow the Basis Swap fee is covered under a separate letter 
but !'m not certain about the Citibank Swap fee.) 

- What exactly is the relationship between Enron and Della? (t know 

Delta is inCependently managed but what is Enrori's relationship 
with it). . 

Please let me know also if you.have any thoughts on this issue . 
and thanks for your help. 

-Andy 


— Original Message — 

From: Bernstein, Saul fCiTl] 

Sent: Friday. November 10, 2000 7:26 PM 
To; Lee. Andrew F (FIN) 

Cc: Cougle, Foster (FiNJ; Erlanger, Joseph [FlNj; Mackey. WSliam J 
(CITI}; Williams, Jo-Anne [RN] 

Subject; RE: RE; Enron CLN Transaction - SFAS 133 Accounting for Prepaid 
Swa ps 


Andy, my comments follow. • . ' 

- The CLN does not make direct reference to the prepaid swap, but rather to 
deliverable obligations of Enron - but business counsel tndic^es the prepaid 
swap would satisfy the definition of a Osliverabie Enron Obligation (DEO). This , 
protection ts against the whole prepaid swap (loan) or other DEOs, not against 
a sold default swap position embedded in the prepaid swap. The bank has a 
funded exposure, not a sold credit derivative, or a synthetic long position. 1 
would not encourage biKircating a sold OS from the loan. !f not for SFAS 1 33, 

I would not bifurcate the default swap from the CLN. because 1 believe it makes 
more sense to follow the current banking book accounting treatment today when 
they purchase protection - i.e., accrue accounting. We’re kind of stuck 
until ihe FASB revisits this illogical result. 

• Because this prepaid swap is part of a structured transaction, my impression 
IS that we are not holding this loan for short-term profit opportunity. Also, 
my impression is that there would not be much of a secondary lean trading 
market for this customized prepaid swap which is protected 1^ the CLN. If this 
loan was purchased in frie secondary market, maybe we could then view it as a 
trading asset. Overall facts and circumstances would need to be considered. 
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Regards, Saul 
— Original Message — 

From; andfew.p.i8e{SMTP:andrew,p.iee@ssmb.com] . ' 

Sent; Thursday.- Novenb®’ 09,. 20Q0 7:5B PM 
To: saul.berrslein 

Cc: andrew.p leeijoseph.erlanger; fostsr.cougfe 

Subject: RE- Enron CLN Transaction - SFAS 133 Accounting for Prepaid Swaps 
Hi Sau!. . ' 

We had a couple of thoughts/questions regarding the treatment of 
the Enron CIN transaction under SFAS 133 that we wanted to run by you. 

One thought is that since we are marking to market the credit default . 
swap that is embedded in the credit linked note, shouldn't we be abfe 
to separate and also mark the credit default component of the loan that 
hedges it? 

Also, even if the prepaid swap is viewed as a loan instead of .a derivative, 
why can’t we mark-to-market the loan since it is held in a MTM trading 
portfolio? (Is it because we "originated" it instead of purchasing it?} 

From 3 hedging/trading point of view, it would seem that this loan is not 

too different from other corporate debt which we MTM. 

Thanks for your help. 

-Andy 


— Original Message 

From: Bernstein. Saul [CITI| 

Sent: Thursday.' October 05, 2000 2:05 PM- . 

To: Lee, Andrew P (FIN}; Williams, Jo-Anne (FIN] 

Cc; Kalyvas, Erika [FIN]; Mackey. Wiiiiam J [ClTij; Steinberg, David 
[FIN] 

Subject; AT&T Canada and Enron CLN Transactions • SFAS 133 Accounting 
for Pr epaid Swaps . ■ 


For both of the above referenced transactions, the prepaid swap component of 

the structured transaction woild not qualify as a derivative per DIG A-9, 
Definition of a Oerivative; Prepaid interest Rate Swaps. The FAS8 
definitional 

requirements apply to al! derivative types ■ interest rates, cornmodities. 
equities, etc. Qualifying derivatives may not invoiva an initial investment 

which is not small®- than 'he notional value or an economically equivalent 
(concept applies when leverage is used) notional value of the derivative 
contract. 

This means that the contracts in the referenced transactions are ‘ 
non-denvat!ve 

contracts. As a result, we need to determine the nature of the contract, 
and 

determine whether there are any embedded derivatives, .in Sie AT&T 
transaction. 

1 believe the host contract is a loan, and that there is an embedded can 
option which would be separated and MTM, The call option provides some 
upside 

to the customer, above which a certain price, the appresiatim revert to 
Citibank. Any depreciation of the shares below the AT&T guaranteed floor 
price 

which Citibank pre-funded (monetized) exposes Citibank to creditfdefauit 
risk , . 

to AT&T, The same analysis for emb^ided d^ivabves needs to be performed 
for 

the Enron CLN transaction. 
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Please note that this (GAAP) accounting is mandatory when we adopt SPAS 133 
next year. It is possible to continue with past accounting practices up 
through year-end on Uie basis of consistency. The R8C (loan) treatment 
already 

recommended is appropriate. Assuming we continue with current accounting 
practice. I have illustrated (using the AT&T transaction) below an approach 
to 

dimensioning the transition adjustment upon adoption of SPAS 1 33 on 1/1/01 . 
Please call if you want to discuss. 

Regards, Saul 
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S[ million] 

- ■ CNotes") ^ 


May 2. 2001 


Frequently Asked Questions 


Q: Hoyv does the Enron CLN II transaction differ ffom the ECLN and Yosemite transaction? 

A: The Enron CLN II structure is substantially similar to the ECLN transaction completed last August 

and is a simplified version of the Yosemite transaction. The simplification of the structure was 
designed to help the Hqmdity of the Notes. The primary differences betwwn the Yosemite and 
ECLN II structures are: - - 

i) Absent an Enron default^ Citibank will make all interest payments regardless olf ' ' ‘ ' 
defaults on Trust Investments; 

ii) Trust Investments are limited to high credit quality, short-tsnn obligations 
(Governments, AAA insurance companies, and A-l/P-i and A+/Ai US, UKand E-ll 
banks); there are no Enron obligations in the Trust prior to an Enron default; 

iii) Citibank’s rights to settle have.been limited to a short time period and the optioaality 

has been restricted; and « 

iv) Much of the flexibility to alter the structure present in Yosemite has been removed in 
the Enron CLN II structure. 

Q: What is the basic idea behind the Enron Credit Linked Notes II? 

A: The Notes are primarily designed so that the payments made on the Notes are expected to mirror 

payments t&twrcmidbe made if tiie Notes were senior unsecured obligaticsrs of Enron. However,, 
the iadusioa of Citibank credit risk slightly alters the risk profile in that the interest component of 
the cash flows is in part dependent upon Citibank’s fiiifillmcnt of its obli^tions undet the Credit 
Swap. j 

Q: Why does the Enron CLN II make economic sense? 

A: Structuringiiskismostefifidentiypricedinthebankmarketii^epurecxedttiisklsmost 

eSedentiy ^ced in the capital markets- The Enron CLN II structure allows Citigroup to place 
pure Exs^ credit risk in ^ bend market while keqring the stroert^ riito in file ba^ market 
hi addition, the structure allows Enron to extend the tenors of certain structured financings. 
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Financing Summary dated May 2. 2001 

Enron Credit Linked Notes Trust II Senior Notes Offering (“Enron CLN H”) 
S[ million} 

{‘Notes*) 

Q: Why is Enron doing another structured Jinancing? 


A: Enron is doing another structured financing to take advantage ofbanks’ strocturing expertise while 

broadening Enron’s sources of capital. Baiks are willing to do structured financings for 
tenors (typicaily three years); the Enron CLN li transaction will allow Enron to continue to execute 
structured financings with banks while extending the tenors of the deals by placing the credit risk 
in the capita] markets. Enron believes that, as its capi^ structure is diverse and complex, strategic 
value is added by being able to syndicate a variety of risks through structured financings in 
selected currencies. 

Examples include; contract monetization transactions, synthetic leases, commodity transactions, 
minority interest structures. 

A: Enron is undergoing many changes and as it expands its business, it has consistently dev^ped-' 

new ways to finance its business in a manner that maximizes the value of the structure for Enron 
and its investors. 


Q: Why is Enron issuing the ECLN II in multi-currencies? 


A: The simplicity of the Enron CLN structure was a strong factor in the successfiil issuance of the 

first Enron CLN. To achieve the same Konomio benefit of bifurcating risks in the US raark^ and 
broaden its financing sources globally, Enron CLN H is being market^ to Euro, Sterling and US 
investors. 


Q: How does the investor risk in this transaction differ from that in plain corporate debt? 

A: There are three risks to analyze: Erat)n,CitiT>aiik and the Trust Investments. 

Q: Is Enron running aul of bank lines? 

A: Emxin believes that h has auasllent liquidity in and access to the baiik market The Enron CLN II 

issuance provides Enron with asotiier avesue wU^ to aemot and expand its 

sources of c^tal. 


Q: How does this transaction effect Enron financial statements? 

A: The issuance of the Notes will have no impact on Emon’s balance The transaction is 

designed to allow Enron to restructure and Icagtheo structured finmemg*!' The reporting of any 
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Financing Sutrsfnary dated Way 2. 2001 

Enron Credit Linked Notes Trust II Senior Notes Offering (“Enron CLN ll") 

$[ million) 

CNoiasl 

underlying transaction will no! be affected by the Notes. 

Q: fVhat is Ciiigroup 's Inierest? 

A; Enron is aa important customer of Citigroup. Citigroup wants to continue to strengthen this gJ<^al 
relationship, and the Enron CLN !I transaction allows Citigroup to continue executing 
sophisticated financings with Enron in Europe and the US while managing its credit exposure. In 
addition, the Enron CLN ii Trust is a great follow up to ECLN that provides Citigroup a vehicle , 
through which it continue expanding its penetration into the credit derivatives market. 

Q: What are the benefits to investors? 

A: Investors receive a pnsaium for t^dngEnmn credit in a lightly stracnaed form. 

Q; What kind of assets can the Enron CLN II Trvst hold? 

, A: The Trust Investments are Hnuted to certain high credit quality investments. For Enron CLN II, 

the Trust Investments consist of: 

i) time deposits, promissory notes or commercial paper of U.S. money center banks with 
short term ratings of A- yp-1 and longterm ratings of A+/A1 that mature within 9^ 
days of issuance, 

ii) promissory notes of or GICs from AAA/Aaa insurance companies that mature within 
365 days of issuance or 

iii) direct U.S. govanment obligations. 

Trust Investorats must bear a stated rate of int e rest and must mature prior to the m^urity of the 
Notes. 'n»’T?ust Invcstoents heki by the Collatwai Agent will not at any time represent 
obligations of more ^lan nine sqjarate obligors. If the Notes are not in defeuit. Noteholders will 
not know the Trust Investments but such information will be pro^d€xi to the Rating Agencies. 

Q: Does each Trust have s^aratp Trust Investments? 

A: Yes. TheasscaofeaciTTnstwillbescJeiyfortiiebcacfitoftiierciatedixrvestors. ^ 

Q: What happens if arty of the Trusts goes into default? 

A: TheoSaingsarenotcross-dcfsujtcdorcross-coiIaSesaH 2 »<t.TheCreditEventsareidentical for 

each offering. Thtsefow^ it is likely that all Notes will be in de&uft at tiae same time. The 
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Financing Summary dated May 2. 2001 

Enron Credit Linked Notes Trust fl Senior Notes Offering (“Enron CLN 11”) 

$[ miilionj 

. (“Notes') 

collateral for each Trust remains separate. 

Q: ^ar is mvesrors ’ exposure to Enron? 

A; The Notes are designed to mimic the risk profile of Enron senior unsecured obUgations 

Following any payment failure, the strocture is designed to give investors risk to Enron senior 
unsecured obitganons that tank the same as borrowed money. Therefore, in aU cases, investois 
bear general credit risk to Enron senior unsecured obligations. 


Q: What is investors ’ exposure to Citibank? 


Investors have performance and credit risk to Citibank (Aa2/AA-). Through a swap. Citibank 
receives all payments from Trust Investments and is obligated to deliver to the Trust sufficient 
funds to make each coupon- payment on the Notes. 


Q: Do investors have other risks? 


A; The Enron CLN II Tnist will invest in certain high credit quality investments of different obligors 
meeting the eli^bility criteria. Investors bear dcfeult risk ofbut not price risk to these securities. 
This nsk is mitigated in part by the presence of Certificates (^iproximately 10% of the issue sfee) 
which are subordinated to the Notes. 

Qi Can the Enron CLN 11 structure be replicated? 


A: Other than the multiple currencies, the Enron CLN n is substantially the same as the ECLN 

transactionjnm last August This structure is the result of Citibank's effiwt to simplify the 

structur?^&in©pg programs whidi Enron has previously placed in the market Citigroiqi 
beUcves^simpKcity irill-bc fevorably accepted by the market This structure can be replicated 
and used ti} dd benefit of other c^tal users. 

Q: Who will owruthe Certificates? 

A: The Certificates will be privately placed cm an undisposed basts. 
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' (“Nolesl 
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Frequently Asked Questions 


Qi How does she Enron CLN U transaction differ from the ECLN and Yosemite transaction? 

A: The Enron CLN 11 structure is substantially similar to the ECLN transaction completed last August 

and is a simplified version of the Yosemite transaction. The simplification of the structure was 
designed to help the liquidity of the Notes. The primary cHff^ences betweeai the Yosemite and 
ECLN n strucrures are:,. .... 

i) Absent an Enron default. Citibank will make all interest payments regardless of 
defaults on Trust Investments; 

ii) Trust Investments are limited to high credit quality, short-tenn obligations 
(Governments, AAA insurance companies, and A-I/P-1 and A+/AI US, UK and E-i 1 
banks); there are no Enron obligations in the Trust prior to an Enron default; 

iii) Citibank’s rights to settle have been limited to a short time period and the optibnality 
has been restricted; and 

tv) Much of the flexibility to alter the structure present in Yosemite has been removed in 
the Enron CLN II ^cturc. 

Q: What is the basic idea behind the Enron Credit Linked Notes II? 

At The Notes are prhnarily designed so .diat the payments made on the Notes are expected to mirror 

payments that would be made if the Notes were senior unsecured obligations of Enron. However, ' 
the inclusion of Citibank aedit risk sli^tly alters the risk profile in that the interest component of 
the flows is in part dependent upon Citibank’s fulfillment of its obligations under the Credit 
Swap. 

Q: Why does the Enron CLN U make economic sense? 

A: Structuring risk is most effidently priced in the bank market, while pure oredit risk is most 

efficiently priced in the capital markets. The Enron CLN I! structure allows Citigroup to place 
pure Enron credit risk in the bond market while keeping the structural risks in the bank market 
In addition, the structure allows Enron to extend the tenors of cwtain structured financings. 
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Financing Summary dated- May 2. 

Enron Euro Credit Linked Notes Trust Senior Notes Offering ("Enron CLN 11") 

Euro [ million] 

• {-Notesl 

Q: Why does U make sense to do a Euro ECLN? 

A: The simplicity of the ECLN scnicture facilitates a wide distribution of a structured note. To 

achieve the same economic benefit of bifiircating risks in the US market and broaden its financing 
sources globally, Enron CLN !1 is being m^keted to Euro, Sterling and US investors. 

Q: Why is Enron doing another structured financing? 

A: Enron is doing another structured financing to take advantage of banks’ struemringexpertise while 

broadening Enron’s sources of capital. Ba^s axe willing to do structured financings for Hmited 
tenors (typically three years); the Enron CLN II transaction will allow Enron to continue to execute 
structured financings with banks while ext«iding tenors of the deals by placing the o^it risk- 

- in the capital markets.' Enron believes that, as its capital structure is diverse and complex^trafegfc 
value is added by being able to syndicate a variety of risks through structured financings in 
selected currencies. 

Examples include: contract rrKmetization transactions, synthetic leases, commodity transactions, 
minority interest structures. 

A: Enron is undergoing many changes and as it expands its business, it has consistently developed 

new ways to finance its business in a manner that maximizes the value of the stracture for Enron 
and its investors. 

Q: Why is Enron issuing the ECLN // in multi-currencies? 

A: The simplicity of the Enron CLN structure was a strong factor in the successful issuance of the 

first Enron CLN. To achieve the same economic benefit ofbifurcatii^ risks in the US market and 
broaden its financing sources globally, Enron CLN 11 is b«ng marketed to Eimx Sterling and US 
investors. . . 

Q: Hov/ does the investor 'risk in this tnmsaction differ Jrom that in plain corporate debt? 

A: There are three risks to aialyzK Enron, Citibank and the Trust Invcsteients. 

Q: Is Enron running out of bank linG? 

A: Enron believes that it has excellent liquidity in and access to the bank market The Enron CLN 11 . 

issuance provides Enron with another avenue through which to source funds and expand its 
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Financing Summary dated May 2. 2001 

Enron Euro Credit Linked Notes Trust Senior Notes Offering (“Enron CLN H”) 

Euro f million]- 

j (‘Notes*) 

sources of capital. 

Q; How does this transaction affect Enron financial statements? 

A: The issuance of the Notes -wiil have no impact on Eturon’s b^ance sheet. The transaction is 

designed to allow Enron to restrucmre and lengthen stmctuied financings. The reporting of any 
underl}^ng transaction will not be affect^ by the Notes. 

Q: What is Citigroup s interest? 

A: Enron is an important customer of Citigroup. Citigroup wants to continue to strengthen this ^obai 

relationship, and the Emp.n.CLN E transaction allows Citigroup to contintie executing 
sophisticated financings with Enron in Europe and the US while managing its credit exposure. In 
addition, the Enron CLN I! Trust is ‘a great follow up to ECLN that provides Citigroup a vehicle 
dirou^ which it can continue expanding its p«»etration into the credit derivatives market. 

Q: What are the henejits to investors? 

A: Investors receive a premium for taking Enron credit in a lightly structured form. 

Q; What kind of assets can the Enron CLN II Trust hold? 

A; The Trust Investments are limited to certain high credit qtrality investments. For Enron Euro CLN, 

the Trust Investments consist of: 

i) Euro-dcnorainalcd fixed period deposits, promissory notes or commercial paper of U.S. 
money center banks or EU Mcmb^ St^c commeicia] banks with short term ratings of - 
A-l/P-l and long term ratings of A+/A I that mature within 90 days of issi^ce, 

ii) Euro-dsmomiaated promissory notes of or GlCs from AAA/Aaa insurance companies 
that mature within 365 days of issuance or 

iii) Any dom«itically issued debt security issued by an EU Memb«r State rated AAA/ Aaa, 
or any sova*®*^ jurisdiction with a fordga currency issuer credit rating of AAA/Aaa, 
in each case denominated in Eurw. 

Trust Investments must be payable in Euros, bear a stated rate of interest and must mature prior to 

*e maturity of the Notes. Each Trust Investment will not be subject to wifijholding tax as of its 

acqmsition date tmless the issuer is required to folly gross-up the Trust for such withholding tax. 

The Trust Investments held by the Collateral Agent will not at any time rqjrescnt obligations of 
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Financing Summary dated May 2. 2001 

Enron Euro Credit Linked Notes Trust Senior Notes Offering ("Enron CLN W") 

Euro ( . million] 

(•Notssl 

more than nine separate obligors. If the Notes are not in default. Noteholders will not know the 
Trust Investments but such information will be provided to the Rating Agencies. 

Q: Does each Trust have separate Trust Investments? 

A; Yes. The assets of each Tmstwil! be solely for the benefit of the related investors. 

Q: happens if any of the Trusts goes into default? 

A; The offerings are not cmss-defaulted or cross-collateraiized The Credit Events are identical for 
each offering. Therefore, it is likely that all Notes will be in default at the s^e time. The 
collateral for each Tnast remains separate. 


Q: What is investors ' exposure to Enron? 

A: The Notes are desired to mimic the risk pmfile of Enion senior unsecured obligations. 

Following any payment failtire, the structure is designed to give investors risk to Enron senior 
unsecured obli^tions that rank the same as borrowed money. Therefore, in all cases, investors 
bear general credit risk to Enron senior unsecured obligations. 

Q: What is investors ' exposure to Citibank ? , 

A: Investors have perfomiance and credit risk to Citibank (Aa2/AA-). Through a swap, Citibank 

receives payments from Trust Investments and is obligated to deliver to the Trust sufficient • 
funds to make each coupon payment on the Notes. 

Q: Do investors have other risks? 

A: The Enron CLN A Trust will invest in certain high credit quality investments of different obligors 

meeting the eligibility feteria. Investors bear default risk of but not price risk to these securities. 
This ridt is mitigated in part by the presence of Certificates (approximately 10% of the issue size) 
which are subordinated to Ae Notes. 

Q; Can the Enron CLN !I structure be replicated? 

A: Other than the multiple currencies, the Enron CLN 11 is substantially Ae same as the ECLN 

transaction ftom last August This structure is the result of Citibank’s effort to simplify Ae 
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Financing Summary dated'May 2. 2001 

Enron Euro Credit Linked Notes Trust Senior Notes Offering {“Enron CLN II”) 

Euro [ million] . 

• (“Notes') 

Structured financing programs which Enron has previously placed in the market. Citigroup 
believes this simplicity will be favorably accepted by the market. This structure can be replicated 
and used to the benefit of cAer capital users. 


Q: Who wi// ovn ihe Certificates? 

A: The Certificates will be privately placed on an undisclosed basis. 


Th# for»9^^na ntonwnncfu.'n i* i»Md on ift# haufif# offwing mwrorwNjuin. mi» n»«ne«ndeiit nwf not b« (15»tr5jKrt*«S lo Bnyon# «rt»W# 
S^rortor S^Iobwo Smttft Bsfnty. Th* eontont* of tWi mtmcrtwJum thouM not b# si*eu»»#cJ with inyoo# out^# thi» Rfw (ihcfeSing 
pf#*») oth#r aj« cu«lom#r* of ft# flm th*t vt QiB* or c*tt»ln nor>-US p#r»on» »ff>e wouW >• p*rml tt» d to pwr^to*# *#c«rftl«* In r»(i«f*c# o« 
R#gui«tk>n S, *yndlc«# memb#n or th# !uu«r. Th* **cumi*» tn«t « tn# «ubj*ct or tni* oftirfng m#y not b« oftomJ or »oi«J to tnyon* «Kc*pt 
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Financing Summary dated May 2, 2001 

Enron Sterling Credit Linked Notes Trust Senior Notes Offering {‘‘Enron CLN li”) 

Staffing [ miHion} 

("Motgsl 

May 2. 2001 


Frequently Asked Questions 


Q: How does the Enron CLN II transaction differ from the ECLNand Yosemite transaction? 

A: The Enron CLN II structurs is substantially similar to the ECLN transaction completed last August 

and is a simplified version of the Yosemite transaction. The simplification of the structure was 
designed to help the liquidity of the Notes. Theprirnary differences between the Yosemite and - 
• ECLN n structures are:' -•■■ ■■ ' = -- 

i) Absent an Enron default, Citibank will make all interest payments regardless of 

defaults on Trust Investments; _ ’ . , 

ii) Trust Investments are limited to hi^ credit quality, short-term obligations 
(Governments, AAA insurance companies, and .A.'1/P-I and A+/Ai US, UK and E-1 i 
banks); there are no Enron obligations in the Trust prior to an Enron default; 

iii) Citibank’s ri^ts to settle have been limited to a short time period and the optionalky 
has been restricted; and 

iv) Much of the flexibility to alter the structure present in Yosemite has been removed in 
the Enron CLN !l structure. 

Q: Whet is ike basic idea behind the Enron Credit Linked Notes II? 

A; The Notes arc primarily designed so that the payments made on the Notes are expected to mirror . 
payments that would be made if the Notes were senior unsecured obligations of Enron. However, 
the inclusiofi of Citibank credit risk sli^tly alters the ri^ profile in that the interest component of 
the cash flows is in part dqxmdent upon Citibank’s fulfillment of its obligations under the Credit 
Swap. 

Q; Why does the Enron CLN E make economic sense? 

A: Structuring risk is most efficiently priced in the bank market, while pure credit risk is most 

efficiently priced in the capital markets. The Enron CLN II structure allows Citigroup to place 
pure Enron credit risk in the bond market while keeping die structural risks in the bank market, 

In addition, the structure allows Enrtm to extend the tenors of certain structured financings. 
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Financing Summary dated May 2. 2001 

Enron Sterling Credit Linked Notes Trust Senior Notes Offering {“Enron CLN 11”) 

Sterling [ million] 

• - (“Notes’) 

Q: Why does it make sense to do a Sterling ECLN? 

A: The simplicity of the ECLN structure facilitates a wide distribution of a structured note. To 

achieve the same economic benefit of bifurcating risks in the US market and broaden its financing 
sources ^obally, Enron CLN II is being marketed to Euro, Sterling and US investors. 

Q: Why is Enron doing another structured financing? 

A: Enron is doing another structured financing to take advantage of banks’ structuring expertise while 

broadening Enron’s sources of capital. Banks are willing to do structured financings for limited 
tenors (typically three years); the Enron CLN II transaction will allow Enron to continue to execute 
structured financings with banks while extending the tenors of the deals by placing the credit risk 
in the capital markets. Enron believes that, as its capital structure is diverse and complex? strategc 
value is added by being able to syndicate a variety of risks through structured financings in 
selected currencies. 

Examples include: contract monetization transactions, synthetic leases, commodity transactions’- 
minority interest structures. 

A: Enron is undergoing many changes and as it expands its business, it has consistently developed 

new ways to finance its business in a manner that maximizes the value of the structure for Eifron 
and its investors. 

Q: i^>' is Enron issuing the ECLN ll in multi-currencies? 

A: The simplicity of the Enron CLN structure was a strong factor in the successful issuance of the 

first Enron CLN. To achieve the same economic benefit of bifurcating risks in the US market and 
broaden its financing purees globally, Enron CLN II is being marketed to Euro, Sterling and US 
investors. 

Q: How does the investor risk in this transaction differ from that in plain corporate debt? 

A: There are three risks to analyze: Enron, Citibank and the Trust Investments. 

Q: Is Enron running out of bank lines? 

A: Enron believes that it has excellent liquidity in and access to the bank market The Enron CLN n 

issuance provides Enron with another avenue through which to source funds and expand its 
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Financing Summary dated May 2. 2001 

Enron Sterling Credit Linked Notes Trust Senior Notes Offering (“Enron CLN II") 
Sterling [ millionj 

(“Notes’^ 

sources of capital. 


Q: How does ihb (ransactian affect Enron financial statements? 

A: The issuance of the Notes will have no impact on Enion’s bdance sheet. The transaction is 

designed to allow Enron to restructure and lengthen structured financings. The reporting of any 
tmderlying transaction will not be affected by the Notes. 


Q: What is Citigroup 's interest? 

At Enron is an important customer of Citigroup. Citigroup wants to continue to strengthen this global 
relaticsiship, and the Enron CLN II transaction allows Citigroup to continue executing 
sophisticated financings With Enron in Europe and the US while managing its credit exposure; In' 
addition, the Enron CLN II Trust is a great follow up to ECLN that provides Citigroup a vehicle 
through which it can continue expanding its penetraddn into the credit derivatives m,ak:et. 


Q: fVhat are the benefits to investors? 

At Investors receive a premium for taking Enron CTedit in a lightly structured form. ^ 

Q: What kind of assets can the Enron CLN II Trust hold? 

A: The Trust Investments are limited to certain high credit quality investments. For Enron Sterling 

CLN, the Trust Investments consist of: 

i) sterling-denominated fixed period deposits, promissory notes or commercial paper of 
U.S. money center banks, EU Member State commercia! banks or any credit institution 
licensed to-catry on a deposit taking business in the UK that is a member of the 
Bankers’ Clearing House with short term ratings of A-l/P-1 and long tKm ratings of 
A+/A 1 that mature within 90 days of issuance, 

ii) sterling-denominated promissory notes of or GICs from AAA/Aaa insurance 
companies that mature within 365 days of issuance or 

iii) Gila. 

Trust Investments must be payable in staling, bear a stated rate of interest and must mature prior 
to the maturity of the Notes. Each Trust Investment will not be subject to withholding tax as of its 
aa^uisition dale unless the issuer is required to folly gross-up the Trust for such widihoiding tax. 
The Trust Investments held by the Collaieral Agent will not at any time represent obligations of 

3 


CONFIDENTIAL 


CITI-SPSI 0048938 



1591 


SttiMMSMtlTiaWSy 


INTCSN*L ua ONLY - NOT FOfl OISTBIBUTIOH OUTSIDE TOE FIRM 

THIS IW^OflianOM may not BS COMEO, WSTWBUTEO or shown to anyone CH/rSIDE SCHftOOER SALOMON S«rm SARNEY. TH* HCUrtOM 
iHT rlTi»1 In iN« tnvfnomdum may not M ofland or >oW » anyervt nceopl SuaUfiad ln««tuBonat Buyan {‘CM*} puratant tn Rut* iMA *m noivOS 

pmonirtwwMMMpanniaMtopiarciNMMeuriSMlniWianeaonl^guliaonS. ^urBw intMmntan about CM bciw and m« ucuTIJm <»Mcrlbw> 

in tMa mama may M obcatnad Rom 8M oftarR»9 nwnyanUum raiabng to Biis otftr)A9 prepared by bm iMuar, from wMcb moat of tba Menrwbcn In 
■ml* mamorendum ha* bean taken. Unflat no tdreunartancaa che^jid tNe sates mamorandum M pnwWad » anyon* out»S<S* SehnxJar Saiemon SmiW 
Barney. ITi* contents of this mamoranctum ehowM not M cfeeussad with anyone outside Sohrodar Saiomon Siwm Barney {InciucAng the press) otMr 
than customers ot the llrm that are QiSa or noi>US person srtio would be penrined to punuiaaa sacumies In railanc* on Regulation S, syndicsts 
members o< She Issuer. 

Finandng Summafy dated .May 2. 2001 

Enron Sterling Credit Linked Notes Trust Senior Notes Offering ("Enron CLN 11”) 

Slerlirtg ( million] 

{-Notes’) 

more than nine separate obligors. If the Notes are not in default, Noteholr^ will not know the 
Trust Investments but such information will be provided to the Ratmg Agencies. 

Q: Does each Tmsl have separate Trust Investments? 

A: Yes. The assets of each Trustwill be solely for the benefit of the related investors. 

Q; What happens if any of the Trusts goes into default? 

A: The offerings are not cross-defaulted or cross-collateralized. The Credit Events are identical for 

each ofiering. Theretbre, it is likely that all Notes will be in default at the same time. The 
collateral for each Trust remains separate. 

Q: What is inverfors ' exposure to Enron? 

A: The.Notes are designed to mimic the risk profile of Enron senior unsecured obli^tions. 

Following any payment failure, the structure is designed to give investors risk to Enron senior 
unsecured obligations that rank the same as borrowed money. Therefore, in all cases, investors 
bear genera! aedit risk to Enmn senior unsecured obligations. 

■ Q: What is invarrorj ' exposure to Citibank? 

A: Investors have perfcHmance and credit risk to Citibank (Aa2/AA-). 'nirou^ a swap. Citibank 

receives all payments &om Trust Investments and is oblipted to deliver to die Trust sufficient 

funds to make each coupon payment on the Notes. 

Q: Do Investors have other- risks? 

A: The Enron CLN U Trust will invest in certain hi^ credit quality investments of different obligors 

meeting the eligibiiit/criteria. Investors bear default risk of but not price risk to these securities. 

This risk is mitigatei in part by die presence of Certificales (approximately 10% of the issue ^c) 
which »e sidxs^inated to the Notes. 

Q: Can the Enron CLN II stricture ke replicated? 

A: Other than the multiple currencies, the Enron CLN H is subsantially the same as the ECLN 

transaction fi^m last August This structure is the result of Citibank’s effort to simplify the 
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Rnandng Summary dated May 2, 2001 

Enron Sterling Credit Linked Notes Trust Senior Notes Offering (“Enron CLN IJ”) 

Slerting [ million] 

> (“Notesl 

smictured financing programs which Enxori has prfrviously placed in the market. Citigroup 
believes this simplicity will be favorably accepted by the market. This structure can be replicated 
and used to the benefit of other capital users. 

Q: i¥ho will own the Certijicates? 

A: The Certificates will be privately placed on an undisclosed basis. 


■pt# foregoing .'naraorMduw is based on the issuer's oflaring memwmdunt This memorendum msy not be distributed to anyone outside 
Sct»oder Setemoo Smith Bemey. TTmi cooteRts of mis m amcrsodwn should not be discussed adtft snyoft# outsWe this firm Onciuding the 
pm*) other than customers of me flim that si* Oias or cMWa noivOS persons lafto wouW oe permiwd to porofme »«:uritie» in rrilance on 
Regulstion S, syndicate members or ths Issusr. The securities that art the subject of this offering may nc* be offered or sold to enyone except 
QIBs punuam to Rule iesA or non-US person wtwi would be permitted to purchase seeorftlee In nrtlane* on Regulation S. 

5 


CONFIDENTIAL ClTl-SPSl 0048940 




1593 


Unknown 


From: Swanson, Timothy [Fi] 

Sent; Wednesday, June 27, 2001 7:12 PM 

To: Francois. Tom [CRRM] 

Subject; FW: Prepay Diagram 



Citi Prepay Project' 

Schematic ... 

more. . . .the trial diagram. ... 

Original Message 

From : Michael .Garberding@enron. com [mailto : Michael.Garberding@enron.com] 

Sent: Wednesday, June 27, 2001 7:04 PM 
To: timothy . swansonSssmb .com" 

IMCSAN0TES-+22Swanson+2C+20Timothy+20+SBFIf5D+22+20+3CtimoChy+2Eswanson+ 

40ssmb+2Ecom+3E+40ENR0N, steve . wagman@ssmb . com" 

Cc: Lisa.Bills@enron.com; Eric . Moon@enron . com; V . Charles . Weldon@enron com 
Subject: Prepay Diagram 


Included is a schematic that details the structure of the prepay. The amounts includi 
in the structure include the ’following .items : - -- 

The Nymex Mid for Jan. '02 contract was oriced as of close today 
(6/27/01) ■ ‘ ^ 

• The assumption that the deal began on 6/28/01 and settled on 12/27/01 
- The assumption that six-month libor rate plus spread would be used for 
the interest component 

Please let me know if you have any questions or other comments. Thanks again for vour 
help. 

Michael 

713-853-1864 

(See attached file; Citi Prepay Project Schematic 6-27-01. ppt) 
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Unknown 


From; 

Sent; 

To: 

Subject: 


Nepveux, Michael [ClTi] 

Thursday, June 28. 2001 11;14AM 
Wagman, Steve [FI] 

RE; Enron 


They confirmed there is an-earnings impact, except that it is neutralized by 
offsetting trades (which don't of course require cash from Enron up-front). 

Original Message 

From: Wagman, Steve SSB. [SMTP : steve . wagraanSssmb . com] 

Sent: Wednesday, June 27, 2001 8:32 PM 
To: nfichael . nepveux; Wagman, Steve SSB. 

Cc : Wagman, Steve SSB. 

Subject: Re: Enron 

I don't think earnings impact 

Original Message 

From: Nepveux, Michael [CITI] <michael . nepveuxSciticorp . com> 

To : Steve . wagmanOciticorp . com--.< Steve . wagmanOciticorp . com> 

Sent: Wed Jun 27 20:56:38 26aC 
Subject: Enron 

How can this trade not have an earnings impact to Enron? The mark-td-market on 
the two transactions is' tije PV of negative $257. 5MM. Doesn't this reduce 
second quarter earnings. 'by that' amount? 
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To: 

Dan 0. Boyle 

From: 

Travis Winfrey 

Date: 

September 20, 2001 

Subject: 

Citibank / Delta Prepay Transactions 


As you know, some concerns with respect to the structure of the prepay transactions associated 
with the Credit Linked Notes surfaced at the end of June. 

To clarify the issues, we held a number of discussions, engaging representatives from Finance, 
Legal, Accounting, Credit and EGM Risk Management The team reached the following 
conclusions: 

• All prepays relating to the CLN transactions in August 2000 and May 2001 were booked 
as swaps. The embedded options were not booked. 

• The methodology for booking^ the transactions in this fashion was based on EGM Risk 
Management’s interpretation of the prepay swap confirmations. This interpretation 
viewed the prepay between ENA and Citi as a swap and a call, and the prepay between 
ENA and Delta as a put. EGM Risk Management recognized that booking the swap and 
the call (ENA and Citi) and the put (ENA and Delta), would result in P/L volatility due to 
the difference in extrinsic value between the put and call. Therefore, the embedded 
options were not booked. In addition, this methodology did not accurately reflect the 
credit exposures among the parties. 

• The intent of the prepay transactions was to view each leg as a swap with an embedded 
call. In fact, the formulas in the confirmations are drafted as swaps with embedded call, 
however the formula representing the ENA / Delta leg can mathematically be distilled to a 
put. 

• The economic result of the two methodologies is the same, however, if both legs of the 
prepays are booked as swaps and calls, there is no adverse P/L effect and the credit 
exposure among the parties is represented accurately. 

• EGM Risk Management agreed to rebook both the ENA / Delta leg and the ENA / Citi leg 
of the August 2000 and May 2001 transactions as a swap with an embedded call, ail 
disciplines concurred. 


Cc; Ben Glisan 

Barry Schnapper 
Joe Deffner 
Doug McDowell 
Scott Ernest 
Mark Fondren 
Mary Cook 
Gareth Bahlmann 
Clint Walden 
Ryan Siurek 
Tanya Rohauer 
Jaime Araoz 
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Unknown 

From: Wagman, Steve (FI] ' 

Sent: Tuesday. November 13, 2001 5:51 FM 

To: Deards, Paul B [FI] 

Subject: ene prepaid update.. .fyi 

Importance: High 

the loans group has agreed to let enron out of paying half of the libor breakage (about 250k) on the early termination of the 
prepaid. Enron successfully negotiated this with them-arguing that we are forcing them to unwind early, I had told enron 
that we could not do this as it was true economic loss. 

this is not forgoing profit... this is true loss the desk will have to pay to Treasury for breaking 6mo libor of 3.83% 45 days 
early when libor is 2%. 

If we got the whole 5Q0k--we would have been kept whole.- 

I will attempt to get loans to transfer money to the desk to cover this loss.... 

thoughts?? 

Steven A. Wagman 
Managing Director 
SalomonSmithBarney 

ph (212)723-6449 
fax (212) 723-8610 

Conftdentinlity Notice: Tne information contained in Ms e-mail and any attachment is confidential, the property of Citigroup, and may be privileged or otherwise 
legally protected, [/you have received this e-mail in error, please let us know immediately and then permanently deleie the e-mail and any attachment. You should 
not copy. use. or disclose this e-mail and any attachment. 
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Unknown 

From: Angelini, Arr.anda [FI] 

Sent: Wednesday, December 05. 2001 7:07 AM 

To: Dickey, John W [Fi]; Caplan, Rick [FI] 

Subject: Fw: AXA Enron Credit Linked Note 


Fyi. 

Original Kessage 

rror.: Lepic, Jean [FI] < j 18 1 1 62@ imceu . ea .-ss.-b . corn> 

Tc: Charles, Peter [FI] <pc82020@ imceu . eu -ssf-b . com> 

CC: A.ngeiini, Amanda [FI] <aal9374(airr.cr.am . ssmb. com>; Amias, Jeremy [FI] <jaSl 
0imceu . eu . ssmb. com>; Coliigan, John [FI] < j c024 2 Seimcea . eu . ssmb . com>; Recoder 
<A?,1 3 i 53 '« imceu. ea . ssmb . com> ; Planqaart, Michel D [Flj <mp8 2894!2imceu . eu . ssmb . 

Sent: Wed Dec 05 05:31:56 2001 
Subject: AJCA Enron Credit Linked Note 

Jean-Pierre Leoni head of credit products in Europe called me about the Enron CLN in Eure 
issued *.r. May, AXA IM owns 20MM that they bought through AXA The Hague. .At the time .A.K.A 
Paris did not buy the CLN, although they liked the credit they did not like the structure. 

He compared the Enron CLN with CP Kelkoc (a Euro HY bo.nd issued by Lehman last year that 
publisned very bad results immediately after the launch, Leh-man private equity fund had a 
big position, in C? Kelkoo) . They think that we have used privileged information. He wants 
tc organise a conference call with -.our"DCM and stucturing team to get more i.nfor.mation-_or._ 
the conditions under which this transaction was done. 



Citigroup - Schroder Salomon Smith uarney 
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Lee, Andrew P. SS8. [andrew,p.lee@ssmb.comJ 
Wednesday, November 21, 2001 4:19 PM 
Semsfein, Saul 

Lee. Andrew P, SSB.; Cougie, Foster SSB.; Miranda, Axel A. SSS. 

Enron 11 Documentation 

Hi Saul, 

Great seeing you yesterday! 

Enclosed are the documents for the Enron U tndes that 'we have owed you for a «dule (they are almost 
kientical to the Enron I document). Please let us know if you have toy questioat or comments. 

Thanks, 

Andy 


Bernstein, Saul 
From: 

Sent: 

To: 

Cc: 

Subject: 


«EnfoaUSFAS 133 Doc-USD.doc» «EnronaSFAS l33Doc-EtJR.doc» 
«Enron II SFAS 133 Doc - GBP.dQC» 


«enron II USD.ppt» «eQron n EUILppt» «enroQlI GBP,ppt» 






oT 
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Iv^ ,1, 
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Enron Sterling Credit Linked Notes Trust Certificates 
SFAS 133 Fair Value Hedge Documentation 


Brief Overview of the Transaction: 

As pan of a stmctured transaction. I4mm GBP of Enron Credit Linked Certificates 
(“Certificates’*) were issued by a trust (that is consolidated onto the books of Citibank NA) and 
were purchased by ING Baring Capital Markets. The Certificates pay an 8.5% coupon and arc 
subject to redemption upon an Enron credit event 

As a hedge to this fixed rate liability. Citibank HA entered into a tot^ return sw^ (IRS) 
whereby ING Baring Capital Markets pays the total return on the same Certificates back to 
Citibank KA in return for I year GBP Libor plus 22 bps. 

(See attached diagram) 


Risk Management Objective and Strategy 

The risk that we are hedging is die risk of overal! chan^ in fair value of the Certificates 
attributable to the benchmark interest rate of 1 year GBP Libor over the tenor of the TRS. 


Derivative Hedging Instrument 

The instrument used is a TRS with a notional of !'4 million GBP and a maturity date of May 24,. 
2006 (which matches the maturity of the Certificates). In this transaction. Citibank NA receives 
the total r«um of the Certificates and pays I year GBP Libor 22bps to ING Baring Capital 
Markets. The TRS is valued by QK which is a system that has been validated by risk 
management. 


Hedged Item 

The hedged item is the 14nim GBP Certificates issued by the Enron Sterling Credit Linked Notes 
Trust that is consolidated onto the books of Citibank NA. As a result, the Certificates are 
effectively a liability of Citibank NA. The Certificate have an 8.5% coupon and a maturity date 
of May 24, 2006. "^e Certificates are also valued by GK. 


Assessment of Hedge Effectiveness 

The notioMl and the maturity date of the hedged item (the Certificates) match exactly to that of 
the hedging instrument (the TRS). Additionally, the 8.5% coupons are matched in the two . 
instruments and would ofSet each other. 

Any realized gains or losses on ±te Certificates would be ofSet by gains or losses on the TRS, hi 
the scenario of an Enron credit event, assets deposited in the Enron Sterling Credit Linked Notes 
Trust wauW be used to redeem the Certificates. .Assuming no impainaent in the value of these 
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assets, the Certificates wouid be redeemed at par (14 million GBP) with no gain or loss and the 
TRS would also be settled withoi^ a gain or a loss. 

In the scenario of no credit event occurring but if there is an impairment in the value of the trust 
assets, the gain that we would have in redeeming the Certificates at an amount below par would 
be offset by a loss on the TRS. For ex^ple, if the m^t assets used in redeeming the Certificates 
at maturity were wonh only 13 million GBP there would be a gain of I million GBP for us in 
extinguishing the liability at less than 14 million GBP. However, this gain would be offset by a 
i million GBP loss incurred in settling the TRS. 

• Assessment of Prospective Effectiveness at Inception Date - Because the critical terms are 
matched for the full life of the Certificates, we have effectively swapped to the floating rate 
of 1 year GB P Libor. 

• • Assessment of Ongoing Prospective Effectiveness - The relationship of the TRS and the 
Certificates being fully offsetting will be constant throughout the life of the transaction. We 
will periodically check to venfy that the legal righte and obligations under the contracui for 
all parties are not changed. 

• Retrospective Assessment of Effectiveness - Period to period dollar offset method will be 
used. Weexp«:tdoilaroffsettonettozerc atalitimcs.' 


• Measurement of Ineffectiveness - Period to period dollar offset method will be used. Actual 
measurements of ineffectiveness is based on the extent to which exact offset is not achieved 
(Paragraph 22 of FAS 133 and DIG Issue E-7) 


Operational and Accounting Controls 

In analyzing P&L, trade support reviews the valuation of these'two deals on a daily basis. 
Additionally, a more detailed review is performed each month-end. 


Approvals 


Signature Date 


Risk Manager 

H/A-^ The models 
used have been 
reviewed by risk 
management. 



Business Treasurer 

N/A - Treasury unit is 
not involved in 
smicturmg the hedging 
relationship 



Finaneia! ConK’ol 

Andy Lee 
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Business Manager 

Doug Warren 



Business Accounting 
Policy/Advisory 

Saul Bernstein 



Corporate Accounting 
Policy 
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Enron Euro Credit Linked Notes Trust Certificates 
SFAS 133 Fair Value Hedge Documentation 


Brief Over.'iew of the Transaction: 

As part of a strucmred transaction, 22.5mm EUR of Enron Credit Linked Certificates 
(“Certificates”) were issued by a trust (that is consolidated onto the books of Citibank NA) and 
were purchased by ING Baring Capital Markets. The Certificates pay a 7.5% coupon and are 
•subject to redemption upon an Enron credit event. 

As a hedge to this fixed rate liability, Citibank NA entered into a total remm swap (TRS) 
whereby ING Baring Capital Markets pays the total return on the same Certificates back to 
Citibank NA in return for I year Euribor plus 22 bps. 

(See attached diagram) 


Risk Management Objective and Strategy 

The risk that we are hedging is the risk of overall changes in fair value of the Certificates 
attributable to the benchmark interest rate of 1 year Euribor over the tenor of the TRS. 


Derivative Hedging Instrument 

The instrument used is a TRS with a notional of 22.5 million EUR and a maturity date of May 
24, 2006 (which matches the maturity of the Certificates). In this transaction. Citibank NA 
receives the total return of the Certificates and pays I year Euribor + 22bps to ING Baring 
Capital Markets. The TRS is valued by GK which is a system that has been validated by risk 
management. 


Hedged Item 

The hedged item is the 22.5mm EUR Certificates issued by the Enron Euro Credit Linked Notes 
Trust that is consolidated onto the books of Citibank NA. As a result, the Certificates are 
effectively a liability of Citibank NA. The Certificates have a 7.5% coupon and a maturity date 
of May 24. 2006. The Certificates are also valued by GK. 


Assessment of Hedge Effectiveness 

The notional and the maturity date of the hedged item (the Certificates) match exactly to that of 
the hedging instrument (the TRS). Additionally, the 7.5% coupons are matched in the two 
instruments and would offset each other. 

Any realized gains or losses on the Certificates would be offset by gains or losses on the TRS. In 
the scenario of an Enron credit event, assets deposited in the Enron Euro Credit Linked Notes 
Tnist would be used to redeem the Certificates. Assuming no impairment in the value of these 
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assets, the Certificates wouldbe redeemed at par (22.5 miilion EUR) with no gain or loss and the 
TRS would also be settled without a gain or a loss. 

In the scenario of no credit event occurring but if there is an impairment in the value of the trust 
assets, the gain that we would have in redeeming the Certificates at an amount below par would 
be offset by a loss on the TRS. For example. If the trust assets used in redeeming the Certificates 
at maturity were worth only 21.5 million EUR there would be a gain of I million EUR for us in 
extinguishing the liability at less than 22.5 million EUR. However, this gain would be offset by 
a 1 million EUR loss incurred in settling the TRS. 

• Assessment of Prospective Effectiveness at Inception Date - Because the critical terms are 
matched for the full life of the Certificates, we have effectively swapped to the floating rate 
of 1 year Euribor. 

• Assessment of Ongoing Prospective Effectiveness - The relationship of the TRS and the 
Certificates being fully offsetting will be constant throughout the life of the transaction. We 
wdll periodically check to verify that the legal rights and obligations under the contracts for 
all parties are not changed. 

• Retrospective Assessment of Effectiveness - Period to period dollar offset method will be • 
used. We expect dollar offset to net to zero at ail times. 

• Measurement of Ineffectiveness - Period to period dollar offset method will be used. Actual 
measurements of ineffectiveness is based on the extent to which exact offset is not achieved. 
(Paragraph 22 of FAS 133 and DIG Issue E-7) 

Operational and Accounting Controls 

In analyzing P&L, trade support reviews the valuation of these two deals on a daily basis. 
Additionally, a more detailed review is performed each month-end. 


Approvals 


Signature Date 


Risk Manager 

N/A - The models 
used have been 
reviewed by risk 
management. 



Business Treasurer 

N/A - Treasury unit is 
not involved in 
structuring the hedging 
relationship 



Financial Control 

Andy Lee 
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Business Manager 

Doug Warren 



Business Accounting 
Policy/Advisory 

Saul Bernstein 



Corporate Accounting 
Policy 
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Enron Credit Linked Notes Trust 11 Certificates 
SFAS 133 Fair Value Hedge Documentation 


Brief Overview of the Transaction: 

As part.of a struccured transaction, SSOmm of Enron Credit Linked Certificates (“Certificates”) 
were issued by a trust (that is consolidated onto the books of Citibank NA) and were purchased 
by ING Baring Capita! Markets. The Certificates pay an 8.5% coi^n and arc subject to 
T^emption upon an Enron credit event 

As a hedge to this fixed rate liability, Citibank NA entered into a total return swap (TRS) 
whereby ING Baring Capital Markets pays the total return on the same Certificates back to 
Citibank NA in return for 6 month Libor plus 22 bps. 

(See attached diagram) 


Risk Management Objective and Strategy 

The risk that we are hedging is the risk of overall changes in fair value of the Certificates 
attributable to the benchmark interest rate of 6 month USD Libor over the tenor of the TRS. 


Derivative Hedging Instrument 

The instrument used is a TRS with a notional of.SSO million and a maturity date of May 15, 2006 
(which matches the maturity of the Certificates). In this transaction, Citibank NA receives the 
total return of the Certificates and pays 6 month Libor + 22bps to ING Baring Capital Markets. 
The TRS is valued by GK which is a system that has been validated by risk management. 


Hedged Item 

The hedged item is the $50mm Certificates issued by the Enron Credit Linked Notes Trust II that 
is consolidated onto the books of Citibank NA. As a result, the Certificates are effectively a 
liability of Citibank NA. The Certificates have an 8.5% coupon and a maturity date of May 15, 
2006. The Certificates are also valued by GK. 


Assessment of Hedge Effectiveness 

The notional and the maturity date of the hedged item (the Certificates) match exactly to that of 
the hedging instrument (the TRS). Additionally, the 8.5% coupons are matched in the two 
instruments and would offset each other. 

Any realized gains or losses on the Certificates would be offset by gains or losses on the TRS. In 
the scenario of an Enron credit event, assets deposited in the Enron Credit Luiked Notes Trust II 
would be used to redeem the Certificates. . Assuming no impairment in the value of these assets, 
the Cenificates would be redeemed at par ($50 million) with no gain or loss and the TRS would 
also be settled without a gain ora loss. 
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In the scenario of no credit event occurring but if there is an impairment in the value of the trust 
assets, the gain that we would have in redeeming the Certificates at an amount below par would 
be offset by a loss on the TRS. For example, if the trust assets used in redeeming the Certificates 
at maturity were worth only S49 million there would be a gain of $ 1 million for us in 
extinguishing tlie liability at less than $50 million. However, this gain would be offset by a $1 
million loss incurred in settling the TRS. 

• Assessment of Prospective Effectiveness at Inception Date - Because the critical terms are 
rhatched for the fiill life of the Certificates, we have effectively swapped to the floating rate 
of 6 month USD Libor. 

• Assessment of Ongoing Prospective Effectiveness - The relationship of the TRS and the 
Certificates being fully offsetting will be constant throughout the life of the transaction. We 
will periodical ly check to verify that the legal rights and obligations under the contracts for 
all parties are not changed. 

• Retrospective Assessment of Effectiveness - Period to period dollar offeet method will be 
used. We e.xpect dollar offset to net to zero at all times. 

• Measurement of Ineffectiveness - Period to period dollar offset method will be used. Actual 
measurements of ineffectiveness is based on the extent to which^exact offset is not achieved. 
(Paragraph 22 of FAS 133 and DIG Issue E-7) 


Operational and Accounting Controls 

In. analyzing P&L, trade support reviews the valuation of these two deals on a daily basis. 
Additionally, a more detailed review is performed each month-end. 


Approvals 


Signature Date 


Risk Manager 

N/A - The models 
used have been 
reviewed by risk 
management. 



Business Treasurer 

N/A - Treasury unit is 
not involved in 
structuring the hedging 
relationship 



Financial Control 

Andy Lee 



Business Manager 

Doug Warren 
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Business Accounting 
PoIicy/Advisor>- ' 

Saui Bernstein 



Corporate Accounting , 
Policy 
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Suramtry of Enron CLN Accounting Treatment 

CllI^*U^^k'‘ f'i^C iAt( 

• TliB assets (Citib^ CD):uid die labilities (Cr«iit Liidced Notes and Credit tilled Cmincatesj'oi^''^ , 
the mist are consolidated oato Citibanii’s books since we own die economic of the Credit LirUced *■* 

Certificates via a total reaim swap. Interest income on die trust assets and mterest expense on the • • 
liabilities are acemed on the boo^ of the Credit Derivatives desk. 

\ • Accmal accounting is ^plied on the prepaid oil swap since it is essentialiy a loan and does not 
qualifyS3rSrestmMstasadenvstivep«JJiC-i*s^9‘. "n* value rfthe prepaid swap is'boofced in a 
revaluation gain account and inpiudes the value of Ihc accrued interest. The promissory note is 
treated siisilariy. >* ^ ^ s-f *fi ^aJ^r a /»■•»< r> 

N i'fjsi"' ei, 

The embedded dt^auit swap in fee CLN is bifurcated. However, gjven die terms of die transaction, 

no MTM is recognized on the bifurcated defeult swap since we do pot.ujc.uf'a gain or a loss on the K 

prepaid swap Of fs'amissory note k die event of an Eafondef2uil^</e* -/i^ os i- 

>i/75«w ^2^ MM . ■ . 

The total return swap wish Roya! Bank of Canada is treaKd as a Fair Value hedge to the Certificates-. 

The effectiveness of fiib hedge Is monitored by aade sappotVSnanciai conffol on an on-going basis. 

7,rr-.f.- b-v s 7-r 

The s wapfee s that we receive are pr esent value d and a liquidity/temiinatioc MVA is applied (sitnilar. 
to die V o^he trades l. - 


Foe RBC purposes, the prepaid swap £uid promiss<wy note are given a zero risk weight due to _ 
application of cash collateralization rules. {The CLN investors' effectively take all ofthe Enron credit — 
risk since Citibank has the ability to deliver the prepaid swap and the promissory no» in exchange for 
thetrustassetskthcaventofanEnios.defauk). CLfi ■ 
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Enroa Credit Linked Notes Trust Certificites 
SFAS 133 Feir Value Hed{e Documcntetion 


Brief Overview of the Transaction: 

As part of a strucmred transaction. S50mm of Enron Credit Linked Certificates (“Certificaics") 
were issued by a trust (that is consolidated onto the books of Citibank NA) and were purchased 
by Royal Bank of Canada. The Certificates pay a 9% coupon and arc subject to redemption upon 

an Enron credit event n 

^ 

As a hedge to this fixed rate liability. Citibank NA entered into a total return swap (TRS) 
whereby Royal Bank of Canada pays the total return on the same Certificates back to Citibank 
NA in return for 6 month Libor plus 1 8 bps. From a consolidated Citibank/Trust perspective, the 
consolidated reporting entity (Citibank is viewed the, owner of the Trust because it retains the 
equity risk in the Trust by having written the TRS) will not be able to repay the certificate in the j , pj 
event of an Ertron default since all of the consolida t ed reporting entity’s assets (prepaid swap j ^ 

asset and note receivable) represent credit extensions to Enron. (Sec attached diagram) ' 

Risk Management Objective and Strateg y 

The risk that we are hedging is the risk of overall changes in fair value of the Certificates over 
the tenor of the TRS. In the event of a Enron default, the consolidated CiubanioTrust reporting 
entity will not be able to repay the ceruficatts. An Enron default, however, will also cause the 
Trust to collapse and for the consolidated Citibank/Trust reporting entity to deliver its only 
assets, the prepaid swap and, S475MM, and Note receivable, S24,IMM to the investors in the 
Credit Linked Note (CLN) issiied by the Trust. The remaining ass^ of the consolidated 
Citibank/Trust reporting entity,- S50MM of cash or cash equivalents, will be available to settle 
the TRS with RBOC.- Settlement of the TRS would extinguish the indebtedness under the Credit 
Linked Certificates (CLC) as RB(X^ is both the holder of the CLC and the counter-party in the 
TRS. Therefore, the loss oo the TRS settlement would be offset dollar for dollar by the gain 
(extinguishiiicnt)oo the CLC. i!So ‘l-f. A'V ^ U6*-l-llli-?) 

C MO. 

Derivative Hedging Instngpent 

The Lnstrumem i ise d is a TRS with a notional of S50 million and a mattirity date of August 15. 

2005 (which tbc manirity of the Certificaies). In this transaction. Citibank NA receives 

the total return of the Certificates and pays 6 month Libor + 1 8bps to Royal Bank of Canada. 

The TRS is valued by GK which is a system that has been validated by risk management. 


The hedged item is the $50tnm Certificates issued by the Enron Credit Linked Notes Trust that is 
consolidated onto the books of Citibank NA. As a result, the Certificates are effectively a f 
liability ofCitibank N A. The Certificaies have a9V* coupon and a marurity date of August 15. ^ 

2005. The Certificates are also valued by GK. 


Assessment of Hedge Effectiveness 


(u-i-K-ii i*it is ^ I i J -ft i 

^ ar,.r u , II < lu . i . It f L..h 21. t'- 
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The nodonai and the marurity date of the hedged item (the Cenificates) match exactly to that of 
the hedging instrument (the TRS). Additionally, the 9 % coupons are matched in the tswo 
instrumcois and would offset each other. 

.Any realized gains or losses on the Certiftcates would be offset by gains or losses on the TRS. In 
the scenario of an Enron credit event, remaining assets (S50MM) in the consolidated 
Citibank/Trust reporting entity would be used to effect (via settlement of the TRS) the discharge 
of indebtedness under the Certificates. Assuming no decline in the value of these assets, the 
Certificaics would be redeemed at par (S50 million) with no gain or loss and the TRS would also 
be settled without a gain or a loss. 

At maturity of the transaction, in the scenario of oo credit event occurring but there is a decrease 
in the value of the trust assets, die gain that Citibank/Trust would have in redeeming the 
Ccrtificaies at an amount below par would be offset by a loss on the TRS. (The decline in value 
is for the account of RBOC as RBOC is the owtw/equity investor in the Trust, by virtue of 
investing in the certificates.) For example, if the crust assets used in redeeming the Certificates at 
maturity were worth only S49 million there would be a gain of S 1 million for us in extinguishing • 
the liability at less than.S5.0-miIIion. However, this gain would be offset by a SI tnilUon loss 
incuned in settling the TRS. 

• Assessment of Prospective Effectiveness at Inception Dale - Because the critical terms are 
matched for the full life of the Certificates, we have effectiveiy swapped to the floating rate 
of 6 month USD Libor. AS explained, there is dollar for dollar offset between the settlement 
of the TRS and the extinguishing of indebtedness under the CLC. 

• Assessment of Ongoing Prospective Effectiveness - The relationship of the TRS and the 
Certificates being fully of&etting will be constant throughout the life of the transacdoo. Wc 
will periodically check to verify that the legal rights and obligations under the contracts for 
all parties are not changed. The short-<ut method may not be used because SFAS 133 only 
allows this method for interest rate sw^ hedge instruments. Tbe change In period to period 
fair value of the TRS and the CLC (required to be MTM as the hedged item in fair value 
hedging relauoaship) will be tbe basis for ongoing assessment of effectiveness. 

• Retrospective Assessment of Effectiveness - Period to period dollar offset method will be 
used. We expect dollar offset to net to zero at all times. 

• Measurement of Incffecdveocss - Period to period dollar offset method will be used. Actual 
measurements of incffectivcoess is based on tbe extent to which exact offset is not achieved. 
(Paragraph 22 of FAS 133 and DIG Issue E-7) 


Operational and Accounting Controls 

In analyzing P&L, trade support reviews the valuation of these two deals on a daily basis. 
Additionally, a more detailed review is performed each month-end. 


6 ) 
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Approvals 


Signaaire Date 


Risk Manager 

N/A - The models 
used have been 
reviewed by risk 
management. 


j 

Business Treasurer 

N/A - Treasury unit is 
not involved in 
structuring the hedging 
relationship 



Financial Control 

Andy Lee 



Business Manager 

Doug Warren 



Business Accounting 
Policy/ Advisory 

Saul Bernstein 

jf 'if T 



Corporate Accounting 
Policy 





A,, 
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Earoa Credit Linked Notes Trust Certificates 
SFAS 133 Fair Value Hedge Documentation 
Addendum 


The total return swap with Royal Bank of Canada was terminated and replaced with a similar 
swap with ING Baring Capital Markets. The terms are identical except that Citibank NA pays 6 
month Libor plus 20 bps to ING Baring Capital Markets (instead of 18 bps). 


CONFIDENTIAL 


CITl-SPSl 0049665 
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Mos«f, Eric K. 

Promt 

Moser. Enc K. _ 

Sent 

Tuesday. November 02. 1 3S3 4:29 PM 

To; 

'Joanna Soddef(M&C)' 

Cc; 

■Bill Sullivan (SS8)‘; Walker. Andrew R. 


As ■*« discussed an ths phorii chs afiemooR, our cltena Salomon Smkh Samoy and Citibank, N.A. have proposed ?hai 
Dciu Erers^ Corporaiioo {''Delta") enter into a series of transactions with Citibank and in acTtliate of Enron 
Cofpofatton. Mim Reddyhough has prepared and seat to Bill SuUivan of Citibank preHminary draits of board minuses. 
Maples and Calder legal opinion and Dsf«:tods Certificate relating to some portions of this transaction. 

As part of the tax and accounting analysis for our transactions, we need to know the following ^uc Delta: 

t Transactions said Activities. - 

a. Is Deiu cniremly party to any other transacuons'? If so. please list them and describe any contracts or 
simile afrange-ments that Delta is party to. 

b. Has Deiu been party to transacrions in the past? If so, please list them and describe any contracts or 
similar arrangements that Deiu was party to. 

0 . What are Della's activitiM currently? 


2. Assets. ■ 

a. Please list the asse« diit Delta currently owns. 

b. Please list thd assea-that Delta has owned in the past 


3, Capiisdizaiion. 

We have reeti in proposed document f«epared by iaiian Reddyhou;^ th« the authorized share cipital of Delta 
Energy Corporation is U.S.S900,000 (900,0<» ordinary idjafts of U.SJI.M), of which l,COO shares of which 
have been issued and are registered In the name of "Grand Commodities Corporation’'. 

Please connrm that dtts is cutset 

Also, ple«s« provide addMonii infottnattoft coitcemiRg Grand Cominoditie* Coiporatioa {"GnBuT). What kind 
of «5tity is Chrtad? Where is Grand organized? What is its capiiiliaadon? 

4 . VnOMdStataTsaadm 

We ia»od to maJot to eleetson on IRS Form *132 to treat Deiu as i pass-throu^ entity for U.S. federal ircomc 
tax p«po$« under Treastay Relation section 3QI-7TOi*3. We may be prevented froits doing so if Delta has 
previously taJ^ a contrary position for tax purposes. 

Plcase provide infomuuion regarding any tax filings made by or on behalf of Delta or Grand with the Uctited 
Suies Interna! Revenue Service or any sate tax audwrities in the United Sates, including forms, tax returns or 
information reninss. 

We may have follow up questions upon receipt of your response. 

1 


I Pamaiient Sub committee pn Invesllratm... 

EXHron#i9flii 


Cm-SPS! 0(346602 
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Eric Moser 
Andrew Walker 


CONFIDENTIAL 


ClTi-SPSl 0046603 
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Francois, Tom 


From: Sullivan, William A 

Sent: Wednesday. November 03, 1 999 2:1 0 PM 

Kulick, Adam; Francois. Tom 
Subject: FW: Andersen language 


From; Jung-Suk Suh(SMTP:jsuh@ectenron.com) 

Sent Wednesday. November 03. 1 999 2:00 PM 

To: Capfan, Rick; william.a,su!livan@^/nb.com 

Cc; Marie E Lindsey: Bob Butts; Doug, McDowell 

Subject: Andersen language 


Rick. Biii, _ 

Andersen is willing to accept the following rep from Delta. We need to get a 
response from Delta today. 

Jung 

Forwarded by Jung-Suk Suh/HOU/ECT on 1 1/02/99 07:15 PM 


Jung-Suk Suh 
1 1/02/99 07:04 PM 

To: Mark E Lindsey/GPGF!N/Enron@Enron; Bob Butts/GPGFiN/Enron@ENRON Doua 
McDowel!/HOU/ECT@£CT ’ ® 

cc: 

Subject: Andersen language 2 • 

1 1/2/99 


1 • . ‘s no restrictian in the corporate documentation of the Comjsany O 

.limiting the number of entities with which the Cbmpany may conduct business. ^ 

The Company has undertaken business with a, number of entities; 


2. The Company has assets other than tho se atyuired throug h the 

Yosefnite-rejaied l^ ^ction s. anc me oeoi of me Comoariv used to fund the 
Y osemite-reiateo^nseoiohs is recourse to the Company; 

3) There are unsecured assets of the Company available to the Lenders upon 
defauft : ^ 




Page 1 


CONFIDENTIAL 


CITl-SPSl 0040634 
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DELTA ENERGY CORPORATION 
P.0, Box 309 

George Towu^ Graud Caymaa 
Cayman Islands, B.W.I. 


[Dais] 


Enron Corp. 

[address] 

Re: Delta Energy, Corporation (tie “Company^) 


We confirm: 

1 . There is no restriction in the corporate documentatioa of the Company limiting the 
miinbcr of entities with which the Company may conduct business. The Company has 
undertaken business whh a number of entiiics; 

2, The Company -has assets other than those acquired through traiwactions.wfth Enron. 
All assets of the Company (other than those over which security has been granted) will 
be available to meet the claims of creditors of the Company (other than in cases where 
it has been agreed with the relevant creditor that a particular obligadon owed by the 
Company is to be limited in amount and recourse to the sums derived from pardcolar 
assets over which security has been granted). 

Yours feithfuUy, 


Delta Energy Cotpor«ioa 


JNn\MSM\]?74««VSS&S09UlSXX01' 
aOoaher, 1999 


OCT 2S 'S9 18:52 


PfC£.e2 


CONFlDENTlAt 


ClTl-SPSl 0104027 
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DELTA EiNERQY CORPORATION 
P.O. Box 309 

George Town, Grand Cayman 
Cayman Islands, B.W.I. 


November IS, 1999 

Enron Corp. 

1400 Smith Street 
Houston 
Texas 77002 
U.SJL 

Dear Sirs, 

Re. Delta Energy Corporation fthe **Companv*M 


We confirm: 

1. There is no restiictimi in the corporate documentadon of the Company limiting 
the number of entities with, which the Company may conduct business. The 
Company has undortaken business with a number of eniitics; 

2. The Company has assets other than those acquired through transactions with 
Yosemite- Securities Trust I (•Yesemite’). The payment obligations of the 
Company under the promissory note dated November 18, 1999 in favour of 
Yosemite are full recourse obKgations of the Company. 

3. The Company has unencumbered assets which are available for application 
towanU obligations owed to its creditors (including Yosemite]. 


Yours nuly. 


J.B. Benbow 
Director 


I Permanent Subcommittee on Investigatiops I 


CITI-SPSI 0104011 


EXHIBIT #190b 
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From: Sherman, Cris 

Sent: Tuesday, June 19, 2001 12:31 PlWI 

To; Quaintance Jr., Alan 

Subject: RE; Sample Swap Co Letter 


Alan, I think that the letter looks good, but a couple of comments. I remain a little tnsubled at the recent formation, but we 
obviously can't fix. Should we not mention the date? While I view the limited operating history as a bad fact, we may 
could avoid the issue altogether by not disclosing the formation date. It would have helped, I think, to see if we noted the 
formation dates in the Mahonia/Delta letters. If pressed, I would argue that we didn't draft the letter and can't control all 
of the facts which are being represented. We may also want to exclude the attachment of the Articles and embed the 
entities allowed activiities which aie relevant in the letter (again to avoid the date). I would broaden the statements made 
about Enron Corp. to include any Enron subsidiaries or affiliates. . How large will the notional amount be? The limited 
period of existence could be overcome with some material activity. A statement to the effect that they expect that 
Swapco will continue to transact in the future would be a good fact. I would also ask that they note that the transactions 
as completed to date were not intercompany transactions, but transartions with true third parties. 

— Original Message — , 

From: Quaintance Jr., Alan 

Sent Tuesday, June 19,200110:53 AM 

To: Sherman, Qis 

Subject: Sample Swap Co Letter 


1 am still trying to track down the original "Delta/ Mahonia" Letter. Everyone seems to have shredded their files, 
which is a little disturbing. • - 

See attached. « File: Special Purpose.doc » Can you think of anything else th^ would need to be in a sample 
letter? 

Thanks, 

AQ 


Permanent Subcommittee on Investigations 

EXHIBIT #190c 


ECp000094514 
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.Urikq.aw.0.^:;^.^-.. ^ ~ r.- 

Quaintancs Jr.. Alan lAlanTOuaintenceJr^enron.comf 
Friday. June 22. 200t 4:Si P^. ' 

Wagman. Steve [F>1; Swanson, i sraot^y [f-l]; SHIs. Lisa 
Garberding, Micnasi ; 

Delta Letter 


0elt2.doc(I9KS) 

All: 

<<Delt:a-docs> 

As discussed wicb. Tim, accached is a sample leccer'wich cbe represenracions chac Aadarsen 
like Delca Co confirm. I, am che accouxicanc working on the deal with Michael and. 
irisa. I am happy no discuss any- of chese ’ rspresen.t;acxon.3 wxch you or your advrsors at 
your convenieti-ce . -h 

I have already quescioned Andersen' about'.-.why .these rsprssencacions were noc, required o;'! 
recent deals with Delta. Their 'd^poase'^as , that the. reps will be rsquiredyon this 
crausaccion if wa are to achieve, cur accounting ob'isctivss. So that route is.-ripc'^ 
available. .... 

I can be peached at the followiad numbers. 

(713)345-7731 (Office) 

{713)503-3709 (Call) 

(713)621-1763 (Horae) 

Please' ■■‘feel free, to call me at anytime, over the weekend- I have voicemail^ on ail numbers. 
Thanks , 

Alan Quaincauce 



From; ' 
Sent: 

To: 

Cc; 

Subject: 
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June-;, 200 1 

Enron Corp_ 

1400 Smith'.^trcet 
Houscon, Texas 77002 

To Whom It May Concern: . . - 

Re: Delta Energy Corporation fthe “Comoanv”) 

We confinfr; ;■ 

1 . There is no restriction in the corporate documentation of the Company 
Jknitmgithe, number of entities with which the Company may conduct 
business- “''The ;Company has undertaken business- syith a number of entities' 

'2.-' i-The Gdiiipany has assets- other than those acquired through 
: traiisactions with Enron Cotp and its subsidiariesi-md its affiliates 
(coUectwely “Enron”). 

3 . 'ITie^Company has unencumbered assets-, which are available for 
application' towards' obligations owed to its creditors. 

Yours truly, 


Sianed by: 
Title: 
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il SflfiHli iSlSj 

gy/i. It. 4VV I 7 : 47«« 


345 949 54”4“‘'’ 


44 .'i!u'3?iu 33A:;j33 


NO. 4930 ' ■?“ 2 


Jbus . 2001 

Eteon Corp. 

1400 Smith Street 
Houston, Texas 77002 

To Whoin It May Concern; 

Re: Delta-Energy Com oration frhe “ComnanV) 

We confirm; 

1 . Th^ IS no restriction in the corporate documentation of the Company 

limiting the number of entities with which the Con^iany may conduct 

business. The Company has undertaicen business with a number of entities. 

2 . T^Con^iany has assets other than those acquired through 

transactions with Enron Corp and its subsidiaries and its affiliates 
(collectively “]£nron”), 

assets, which arc available for 
to its creditors. 


CORPOJWTE 5 BMCS 8 UO. 




TOO/TOO'i 1510* 


Pprmanent Subcommittee on Investigations I 

EXHIBIT #190e ! 


0138 ZZL ZZZ 30*31 TC: Z . 3? ’ 


Cm-SPSI 0103721 
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Unknown 

Swanson, Timothy [FI] 

Thursday, June 28. 2001.10:13 AM 
Wagman, Steve [FI] 
reps 


lydia got on and staled that the reps are facts that we believe are true, and the rationale for the letter is to confirm that 
Delta is not a spv that needs to be consolidated on the b/s 

fyi 1 have not sent any delta reps to enron 


From: 

Sent: 

To; 

Subject: 


1 


ClTl-SPSI 0050735 
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Lae. Andrew P [FiN| 


Capian. R:d< {Wj 

Tnursday. Au^asJaJ. 2Q0Q 9:07 AW 

L=a, Andrew P (-“INI 

R£. A couple O'’ 'T.cf3 quasiians 


Wa sill would naira ta cansalidaie asaiiaftnaassefSGrEnaJnjsUrscilsbank assels. Oeiia is noEccaEfaiiedby cnrcn. .iJS 

indecer.dendy ogeraEad, se: up w.th its own .-nanagament • Cits rtad sei i( up saverai years' ago. U was used for ins s^r^e 
faason !t was used in ma nrsc de^. 

•—-Of:siiia! Was saga — 

from: Laa. Ancraw A 

San;; v/aanesaay. Augus.’ !Q. iCQO S.I5 f 

Ta: CaoUn. nsdt (Saj 

Sua-acc: A cocpie o/morapuasiicns 

Hi Rick. 

Tn!3 wiii seem like a dumb quesUan bucwss it not possibia ionava Snron {or sorneGjnsr par?/) 
buy 5Q% of Ena cemrlcatas as in ;he acdiar Yasemiie kadas in crdsr to avcid having to cansc idafa 
Eha irust’ (! guess lE doesn': have {.la; iTtuch o? an euect on ihs overall Ci<:bank balance sheet 
Sue i{ does appear to afreet the one ftjr credit derivatives;. 

Also, is Dsita Pnargy a Cayman-bassd SPV controlled by Enron? Why was it usad in this deal? , 

(We tried looking for information in Eric ripa's old tiles but werenl aale to come up with much.) 

Tnanks. 

Andy 


-rom: 

Sent; 

To; 

Subject: 


exhibit #190g I 
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Lofaso, Be tty Ann 

From; Sullivan. 'vViiiiam A - 

isuh@enfQn,com 
Cc; Kuiick. Adam 

Sufaiect; Fvv. Prspa4 Transaciion 

Sent on behalf ofWiffi am Sullivan 
Jung 

Ws are looking a; Delta energy .Corooration ("Deita''] as Ihs munterpsny for the transaciion under disci^sscn: 

- Delta is a Cayman corporation that is the purchaser on tha existing prs-paid done in OecemPer 1 9S8 

- H was capitalised by “Givens Hall" s Cayman Trust Co. 

- ft has a board q! 3 focal directors - none are Citibank employees. 

- It is not. of course, consolidated onto the Bank’s balance sheet. 

- It is my belief that the remainder of the '9S prepaid is the only “business” currently in Delta. 

Please call ;f you have any quastions. 

Regards, 

Bin Sullivan 

Tel. (212)816-8531 

Fax (212)816-7772 

email: wiinam.a.sullivaa@ssmb.cam 



permanent StibcgillBlitt ee aft lavest'igatloBsi 

EXHIBIT #190h I cm-SPSl 01039S3, 
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Benefits to Enron Summary 

Dollar Amount: S33.8 million 
At year-end 1999, Enron sold UM2 the equity in 

Enron Business Unit Benefited: Enron Corp. 

Did the deal result in a direct or indirect benefit to Enron? Direct 

Primary Benefit Enron was able to obtain a true sale opinion because LJM is a true 
3*^*^ party, preserving off-balance sheet treatment of the structure. 

Funds Flow Direct: S33.8 Funds Flow Indirect: $766.2 million 

Earnings Direct: ' Earnings Indirect: 

Fees Saved: 

Other equity inve^rs bidding on the transaction: none 
Did the deal close with UM? yes — 

Other benefits to Enron: 

o Speed of execution (approx. 2 days) — LJM2 executed at year-end 1999 when 
Enron had unsuccessfully marketed the Yosemite equity, 
o Willing counterparty 


Deal Name: Yosemite • 

Date: 12/99 

Description of Transaction: 
Yosemite structure. -- - 


Compiled by: Ace Roman 


I 


MK009330 


Permanent Subcommittee on Investigations 

EXHIBIT #191a 


Confidential Treatment 
Requested 
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SE RAPTOR L.P. 


December 30^ 1999 


LJM2 Co-Investment, L.P. 

1831 Wroxton Road 
Houston, Texas 77005 

Attn.: Andrews. Fastow 

Re: Letter of Understanding 

Gentlemen: 

Pending the preparation and execution of definitive agreements and subject to the 
acquisition by LJM2 Co-Investment, L.P. or its wholly owned subsidiary (the “Seller”) of 
533,750,000 of certificates (the “Yosemite Certificates”) of beneficial ownership of 
Yosemite Securities Trust I, a Delaware' business trust (the “Trust”), this letter will 
confirm our understanding regarding the proposed acquisition by SE Raptor L.P. (the 
Purchaser”) of the Yosemite Certificates in accordance with the terms and conditions set 
forth in this letter (the “Transaction”). 

Term Sheet The Transaction shall be made in accordance with this letter and the 
Term Sheet attached hereto ■ as Attachment A. which is by this reference 
incorporated into and made a part of this letter. • 

■ * % 

Definiti ve Agreements . The Purchaser and Seller shall incorporate the terms and 
conditions expressed in .this letter in mutually acceptable definitive agreements 
(the “Definitive Agreements”) to be finalized ‘and executed no later than February 
15, 2000 (the “Closing Date”). 

Confidentiality. The existence of this letter and its contents are intended to be 
confidential and are not to be discussed with or disclosed to any fiiird party, 
except (i) with the express prior written consent of the other party to this letter, or 
(ii) as may be required or appropriate in response to any summons, subpoena or 
discovery order or lo, comply with any applicable law, order, regulation or ruling. 

Arbitration. All claims and matters in question arising out of this letter, whether 
sounding in contract, tort, on otherwise, shall be resolved by binding arbitration 

0‘CS.'«^'YMniiioUMILip.crCAAR<iiAaiLLaiff tioc 

LJIVI031533 



1 . 


2 . 




1632 


pursuant to the Federal Arbitration Act. The arbitration shall be administered by , 
the American Arbitration Association under the expedited Commercial 
Arbitration Rules. It is expressly agreed that the arbitrator shall have no authonty 
to award punitive or exemplary damages, either in arbitration or in litigation. 

If the terms and conditions of this letter are in accord with your understanding, 
please sign and return the enclosed counterpart of this letter. 


■Very truly youis, 

SE RAPTOR L.P. 

By - Blue Heron I L.L.C. 
its General Partner 

By; Whitewing Associates L.P., 
its Sole Member 

By; Whitewing Management L.L.C. 
its General Partner 

By: Egret I L.L.C. 

its Managing Member 


By: ^ 

Name: Ben Glisan 
Title: Director 


CONFIRMED 

this 30th day of December, 1999. ^ 

LJM2 CO-INVESTMENT, L.P. 

By: LJM2 Capital Management,- L.P., 

its General Partner 

By: UMZ Capital Management, L.L.C., 

its General Partner 


By; ^ 

Name; Andrew S. Fastow 

Title: Managing Member Confidential Treatment 

Requested 




1 - 11^031534 



Attachment A 


Summary of Terms and Conditions 
$33,750,000 Certificates of Beneficial Ownership 


Yosemite Securities Trust I (the “Issuer”). 

LJM2 Co-Investment, L.P (“Seiler”) 

SE Raptor L.P. (the “Purchaser”). 

Certificates of the Issuer representing 45% of the beneficial 
ownership of the Issuer (the “Certificates”)- 

$33,750,000, plus accrued and unpaid Certificate Yield. 

Definitive Agreements to be finalized and executed on or before 
• February 15, 2000, with closing and funding to occur upon such' 
date. 


1 1%, yield paid semi-annually on each May 15 and November 15 
calculated, on the basis of a 360-day year consisting of twelve 30- 
day months. 

Trust .Agreement: Certain rights and privileges of the Certificates are set forth in the 

Trust Agreement of the Trust attached hereto as Exhibit A . 

Assignment: - The Purchaser shall have the right to transfer, assi^, exchange or 

sell the Certificates to one or more third parties at the Purchaser’s 
discretion, subject to restrictions under applicable law, no tax 
event to toe Issuer, minimum transfers ’‘of $5 million, and 
prohibitions on transfers to competitor of Enxon. 

Certificate Purchase 

Agreement: Mutually acceptable representations, warranties, and conditions 

shall be set forth in a certificate purchase agreement, which 
representations and warranties shall include, but not be limited to, 
representations and warranties relating to toe Trust under existing 
transaction documentation, corporate organization .and existence, 
valid authorization and the issuance of the Certificates-, title, 
compliance with laws, governmental approvals and no material 
adverse change. 


Issuer: 

Seller: 

Purchaser: 

Certificates: 

Price: 

Closing Date: 

Certificate 

Yield: 


LJM031535 


Confidential Treatment 
Requested 
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Choice of Law: 

Arbitration of 
Disputes: 

Closing: 


LJM031536 


The Definitive Agreements, will be governed by the laws of the 
State of Texas. 


Disputes arising under the Definitive Agreements shall be 
submitted to mandatory binding arbitration. 

Cbnditions precedent to closing shall include: 


A mutually acceptable Certificate Purchase Agreement shall be 
executed and delivered. 

All r^resentations and warranties contained in the Certificate 
Purchase Agreement shall be true and correct as of the Closing 
Date. 

Odder information’ and documents contemplated by Definitive 
Agreements as the Pumhaser. may reasonably request shall be 
■ provided. 


Confldential Treatment 
Requested 
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ljm approval sheet 

This ApprovaJ Shcel ihouid be used to appfovj; 'Enror's panicipation in any transactions involving LJM Cayman. L.P. (“UMr') or 
12 Co-Inve.stment. L.P. (*'LJM2''). UMI and UM2 will coilectivciy be referred to as "UM”. This Approval Sheet is in addidon 
. .lot in ilea of) any other Enron approvals that may fac required. 

GENERAL ^ ^ 

Deal name: Yosetnile 

Date Approval Sheet completed: February 8. 2000 
Enron person completing this form: Catherine Pernot , 

Expected closing date: February 15. 20CS) 

Business Umi: Enron Corp. ^ • 

Business Unit Originator: Bill Brown/ Doug McDowell 
This transtuttioa relates to DUMI and/or SLJM2. 

This transaction is 3 a sale by Enron Oa purchase by Enron Da co-sale witii Enroti Oa co-purchase with Enron and/or 
Pother: . 

Persotifs) negotiating for Ennpn: Bill Brown/ Doug McDowell / Ben Glisan/ Nicole Alviao 
Personfs) negotiaiing forUM: Michael Koppw 
Legal counsel for Enron: Gareth Bahimann 

Lap! counsel for UM: Dave Lambert of Kirkla?^ Ellis -• 

DEAL DESCRIPTION 


IJM2 is purchasing Beneficial ownership in a Delaware Business Trust (Yosemiw Securities Trust I) that owns Trust Investments 
■•isting of AAA securities, U.S. obiigadcsts, and payment obligations supported, h whole or in part, directly or indirectiy. by 
- on. The face amount of the Trust Investments equals the amotmS of Notes and Certificates in iheT.-ust. The Trust and Citibank 
have entered into the Citibank Swap, whsrh will provide for yield payments on the Certificates and for certain settlement payment's 


under credit events, in exchange for actual interest payments on the Trust Investments. 


ECONOMICS 

LJM2 5s purchasing the beneficial owacnship at face value for 533,750.000. to achieve a yield of 11% 


DASII- 

Included 
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UM approval sheet 

Page 2 


ISSUES CHECKLIST ^ ^ 

Sale Options 

a. If this transam-on Is a sale of an asse! by Enron, which of .he following options were considered and rejeced- 

ncondor DJEDIIJ DJEDI nMargaux OEnSeriTo ORawhide nr^ 

SThird Party ODirectSalc. . UKawnidc OChesveo 

Please explain: Enron entered into a Letter of Understanding with UM2 and UM2 subsequemiv entered inm 
arrangement to sell the Cenificates to Condor. osequeniiy entered into a similar 

b. Will this transaciion be ihe most beneficial alternative to Enron? SYcs DNo. If no, please explain- 

c. Were any other bids/offcrs received in connection with this transaction? DYcs SNo. Please expiain- 

2. Prior Obligations ~ 

3. Terms of Transaction 

a. What are the benefits (financial and otherwise) to Enron in this transaction? DCash flow nEamings 
aothor. Sslc of asset to third pany (full risk transfer); non.consolidation of Yosemile Debt on Enron's balance sheet 

b. Was this transaction done strictlyoh an arm's-length basis? ElYes ONo. If no, please explain: 


“lSn?;'“ "" ^ P-sp--, .o Enron? 


tl. Are all UM expenses and out-of-pocket costs (including legal fees) being paid by UM? OYes HNo If no is 
-his market standard or has the economic impact of paying any expenslis and out-of-pocket costs been consider-d when 
responding to Items l,b, and 3,b, above? BYesCNo, i cusu oe.n consicer-d wnen 

Compliance 

a, Will this transaction require disclosure as a Certain Transaction in Enron's proxy statement? BYes nNo, 

b, wnuhis result in any compensation (as defined by the proxy rules) being paid to any Enron employee'! 

c, Have all Enron employees' involvement in this transaetion on behalf of UM been waived by Enron's Office of the 

Chairman in accordance With Enron’s Conduct of Buaness Affairs Policy? HYes DNo. If no. please ’explain; 
- d. Was this transaction reviewed and approved by Enrbn’s Chief Accuiiniing Officer? UNo. 

e. Was this transaction reviewed and approved by Enron’s Chief Risk Officer? DNo. 

ll^l ve Directors reviewed ail Enron/UM transactions within the past 

e months. OYes SiNo. Have all recommendations of the Audit Committee relating to Enron/UM 
transactions been taken into account in this transaction? DYes HNo. 


APPROVALS 
Business Unit 
Business Unit 
Business Unit Legal 
.on Corp. Legal 




Name 

Bill Brown 

Signature 



Date 

Doug McDowell 



Gareth Bahimann 



Rex Rogers 







EC2 28948 

AF100178 
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UM APPROVAL SHEET 
Page 2 


Globai Finance T.jgal 

Scott Sefton 



\C 

Rick Buy ( 

L 


accounting 

Rick Causev 

(Hz a- '^X-^ 


Executive 

'Jeff Skilling 




\\nai»iu.uvl'«aisaui\ljm^ 


Ke.a^xtivaUIkH: 


AF100179 


EC2 28949 
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INTEROFFICE MEMORANDUM 


To; 

From: 

Date: 

Re: 

I have reviewed this proposed LJM2 investment. The 11% yield at which UM proposes to purchase 
$33.75 million of the $37.5 million of Certificates of Beneficial Interest (the "Certificates") in Yosemite 
Securities Trust 1 is identical to the stated yield of these Certificates, In addition, this 11% yield is identical 
to the yield on the remaining $37.5 million of these Certificates purchased by Citibank at the closing of this 
transaction in November 1999. 

As such, I am of the opinion that the pricing at which Enron is selling these Certificates to UM reflects the 
market yield for these certificates. {LJM2 intends to resell these certificates to Condor within one week of 
its purchase of these certificates). 

If you have any questions or comments, please let me know. 


Rick Buy 

Dave Gorta_^‘J/"(C;r^ 

February 23, 2000 ' 

LjM 2 Investment in Certificates of Beneficial Interest in Yosemite Securities Trust I 


Permanent Subcommittee on Investigations I 

EXfflBIT #191d I 


E 36220 




1639 



Enron Global Finance 


Prom: Monity 1. McMahon 
AM 


02/24/200009:38 


To: Catherine Pemotgeraonjiet @ B^RON 

cc: Rachel A 0avtsAi0U/ECT@ECT. Nicole Aivino/HOU/ECTeECT. Anne Yaegar/HOU/ECT@ECT 

Subject Re: calcutation ^ 

Catherine, 

I calculated the same number. 

This is how I understand the hmds to be flowing: ^ , 

2 ^, 

Whitewing (Condor) wil! wire LJM2 the $34?.ao h.STS OTT^nd^, February 28, 2000. (3^ay Junds loan) 
LJM2 will wire Yosemile (Enron Corp.) the $04,OOf,OF5ofrMooday, Fet»uary 28,2000. (purchase) 
Whitewing will then purchase Yosemite from LJM2. (No actual funds flow) 

Let me know if there are any quesflons. Thanks. Monty 3-9627 
Catherine_Pemot@enron.net cm 02/25/2000 08:56:49 AM 

Catherine_Pamot@enron.net on 02/25/2000 08:56:49 AM 



To: mmcmahe@enron.com 

cc: 

Subject calcuta&on 


I calculated the accrued interest for the Yosemite Certificates as follows: 

9 

Days fromll/18/99 closing to 2/23/00 q\ b 

closing on a 30/360 day basis: 102 days 

Yield: 11% 

Pace Amount $33,750,000 

= Accrued Interest of 1 , 0 -^ 1 , ^-^ 9 . — Confidential Treatment Requested 


Tobo^L 

EC2 000017435 


EXHIBIT #191e 
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YOSEMtTE I PAYMENT ALLOCATION 


(total PAYMENT ^ 

34,781.250.00 | 

S.E. ACQUISITION, LP (99.99%) 

BLUE HERON I.LLC (.01%) 

34,777,771.88 

37r78.i<;;j 

|5.E. ACQUISITION. LP SHARE OF ASSET COST ~ 34 777 771imI 

WMrTEWINQ ASSOC LP <99,99%) 

BLUE HERON I.LLC (.01%) 

34.774^94.10 

3,477.78 


Confidential Treatment Requested 


EC2 000017436 
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To: Paul Garcia/HOU/ECT©ECT, Monty L McM8hen/HOU/EeT©ECT. Nicrtc AlvintyHOU/ECTeECT 

cc Ryan H SiuretuCorp/Enron@Enfon 
Sub^ Yoaamtte Certificatea 

Here is the structure and funding n>echanics for this Thursday: 

LJM tl purchases Enron’s 45% interest in Yosemite I certificates with "3- day" furfos. SE Raptor. LP 
{Coridor} then purchases the certificates with money they have available today, in essence, UMII will not 
actually be "funding” because SE Raptor will have already wired money into UMil's acct before UMli's 3 
-day funds come trough. We need to make sure that aR the funds go Rirough each acct on the same 
day. 

Paul and Monty, would you mind giving me the acctfs for UMII and Enron so that we can put them into 
the docs as well as SE Raptor (.P's acct so that I'll have that on re^rd for the yield payments? 

The amount of the transaction will be $ 34 , 605 , 938 , 50 . which is $33,750,000 certificate face amL and 
$855,938.50 of accrued interest 

Thanks, 

Catherine 

X57654 


E 98958 


EXHIBIT #191f 
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Wire Transfer Request 



I KACHH. DAVIS 

a D9AIITMEKT 

z 

X ECM - COMMERCIAL SUPPORT 



Confidential Treatment Requested 



EC2 000017434 
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Wire Transfer Request 



liATtrUbUb 

oetwiidP iMMUuyV) 

2/2812000 

|cOMr*W JiAWefAVWO (f AVOO 

PNRONCORP. 

COMPANY NO 

011 


'fe 

RArHFI. DAVIS 

PHONE NO. 

853-5016 1 

I 

DEPARTMBfr 

FCM - COMMERCIAL SUPPORT 


WHITEWING CALL ON ENRON DEMAND 





1 

NOTE TO PURCHASE YOSEMITE 1 

INVOICE KWBER . . 

INVOICE PATE 

— 

BAACaiEY 

BANK ACCOUNT NO 

43810-0 

031-100-092 


PAYEE NAME 

VmiTEWING OPERATING ACCOLWT 

o 

PAYE£ADDR£SS 

RODNEY SOUARE NORTH. 1100 NORTH MARKET STREET 


WILMINGTON 

DE 

COUNTRY 

USA 1 


BANK NAME 

WILMINGTON TRUST COMPANY- ' . ' 


BANKAODRESS 

RODNEY SOUARE NORTH. 1 100 NORTH MARKET STREET 


WILMINGTON 


! 

DE 

|cou>rrRY 

USA 


1 


BHiSESI' 


^^^ssii 



Trading Partner I 


p.. , - , - -..1 

GLAccoupi 

ItffllBffllfl 

Order 

was Clement I 


1 ^ i * 

Network 

QQ]JSH 

Allocation 


Plant 1 


r 


I2Q2SEQII 

Auet 

Description 


1 1 J3.*S2.625.47 


U4 


|0920 

o 


30002000 








1 

1 





ww CALL WW CALL ON NOTE - PRINC 

z 

2 1 39,730.92 

oou 

U4 


l0920 

< 


70010000 

miiii^ 












(ww CALL ON ENRON NOTE - INTEREST 


1 334$2.3S&39 

Total amount of wire. OocumenuiionwpvQniitgimou 

nl MUST be HiKhcd u form. 



eibJUM 


APPROVAL 

DATE 

APPROVAL ^ 


APPROVAL 


A/? MAHACERAPPROVAt 

DATE 



WT10 


000341 
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Wire Transfer Request 







piTC FIIS'05 ' 

ro dt(vtua{M.U£ovvi 







2/28/2000 

jcOMPANY MAWe rAVCMC 

ENRON CORP. 


1 1 


RACHEL DAVIS 

853-5016 

V 

e 

DEPARTMENT 

ECM - COMMERCIAL SUPPORT 

: 

WHITEWING CALL ON ENRON DEMAND 





1 

NOTE TO PURCHASE YOSEMITE I 

INVOICE NUMBEK 

INVOICE DATE 


BANK KEY 









UBI 


R^BKjl^^Bli^^Bl 



o 

PAYEE ADDRASS 

RODNEY SQUARE NORTH. 1 ICO NORTH MARKET STREET 


WILMINGTON 

DE 

COl/NTXY 

USA 

u« 

WILMINGTON TRUST COMPANY 


Sank aodrexs 

RODNEY SQUARE NORTH, 1 100 NORTH MARKET STREET 


WILMINGTON 



fTATE 

DE 

(COWIXY 

USA 





Co Number 

Til Code 



Tradine Partner 1 



GL Accouil 


Order 

WBS Element 



Network 


Allocition 

iPUat 




Astel 

Oesenpdon 

■5 


mmiiiiiUBQi] 

U4 


|0920 

vj 


30302000 



BHHIBBiHBHl 

e 




a 





WW CALL ON NOTE -INT | 




BilHi 

ilHH: 







1 





1 n 







1 su.m6i 

TotsI amount of wire. DocuRicnuiiM ivopomn* imouni MUSTVewiKhediofenn. 

APPROVAL^ 

mMm 

•abs-/oo 

APPKOVAL 

DATE 

APPROVAL 

DATE * 

APPKOVAL 

Date 

A/T MAKACEX APPROVAL 

OAn 



iNT-iO 


000844 
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LJM2 Co-Investment, LJ*. 

1831 Wroxton Road 
Houston, Texas 77005 

Attn: Andrew S. Fastow 

G entlemen: 

LJM2 Co-Investment. L.P. (“1JM2”) and Enron Corp. (“Enron’*) entered into a Certificate 
Purchase Agreement, dated effective as of December 29, 1999 (the “Agreement”). 

In consideration of LJM2’s participation as the purchaser under the Agreement and for certain 
services rendered in connection therewith, Enron agrees to pay LJM2 $100,000. Payment of such 
fee will be made to LJM2 upon Enron’s receipt of notice of the account to which such payment 
shall be made. 

In addition to the aforementioned fee, Enron agrees to reimburse UM2 for expenses in the 
amount of $7,06 1 .48. 

ENRON CORP. 


William W. Brown 
Deputy Treasurer 

Acknowledged 

this 5_th day of March, 2000 
LJM2 CO-INVESTMENT, L.P. 


By: 1JM2 Capital Management, LJ*., 

Its General Partner 

' By: IJfM2 Capital Management, IXC, 
Its Gener^ Partner 


By:. 

Andrew S. Fastow 
General Partner 



Endless possibilities.^ 


INT11 00586 


Permanent Subcommittee on Investigations 

EXHIBIT #191h 


nr 00^0/10 
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April 7, 2000 

Subject: Monthly Hswsl^er 

To the Limited Partner of LJM2 Co-Investment, LJ*.; 

This correspondence from the General Partner summarizes the activities of LJM2 Co-Investment, 
L.P . (“LJM2”) during the month of March, 2000. 

Partnership Closings 

On April 5*, the final closing of L3M2 took place with the addition of 22 - ne^v inv estors and 

S I 72 — -milHnii- of additional capital commitments. .These new investors consisted of banks, pension 

ftmds, a venture capitel fund and individuab. .Tiis will be the final closing for LJM2, bringing As 
capital commitments to the fund to $ 490 millio n — 

Organizattonal Activities 

Ms. Joyce Tang joined UM2 as a Vice President of Accounting, responsible for cash 
management, financial reporting and taxreportmg for UM2. .Ms. Tang comes from American General 
Life Insurance Company where she was responsible for managing the accounting of 20 active variable life 
and variable annuity products totaling $1 billion in assets.. Prior to American General, Ms. Tang worked 
for Hambro America is New York, tnanaging the bx and accounting reporting for seven venture capital 
funds.. Ms. Tang has a B3 A., in Public Accounting from Pace University. 

The first year-end audit of IJM2 financial statements has beesn completed by KPMG. The 
financials will be distributed to each T imited Paitneg- on April lO*^. - Each LP should be receiving their K-1, 
statement oftaxafale income, by April 14, 2 OOQ 7 Anv questions or inquiries on the financials or die K-1 ’s 
should be directed to Anne Yaeger. 713-853-9205. 


Advisory Committee 


The Advisory Committee has been named and the members are 


Liquidated lav^tments 

Yosemite - On February 27, 2000, LJM2 purchased da: csitificateS-in Yosemite Trust for $33.75 
MilliorL .Yoscmile Trust is a Delaware Business Trust that owns investmente consisting of AAA securities, 
U-S. obligations and paynant obligations stqjported, in whole, or is part, directly or iiuJirectiy by Enrcm. 
Due to the low reuim on this investment, LJM2 entered into a hack to back agreement with another investor 


we acfiiallv did pav for die investmenL we just required that we received the money from our purchaser 
before we had to pay, in other words using tbeirfunckt.) LJM2 earned a $100,000 fee for this transaction 
fKathv. techriicallv. no expenses were paid bvYosemite Trust What did happen and what was 
documented in the fee letter is that $100.000 plus a n amnimt ofS7.Q00 fapprox) was paid bv Enron to 
LJM2. The $7.000 was to cover Ae negative arbitrage LJM2 meurred as they had to. draw down on the 
Chase revolver to bpiroms a OUIB. But the fee letter is silent to the use of the $7.000 but that is where the 
as»}unt came perhaps noiie of that mattes for this letter, iust waated to let you know what 
trang pirpH. and all taxcs and legal fees were paid by Yosemite Trust The unlevered return on this 
investment was 134%. 


CONFIDENTIAL TOEATMENT REQUESTED 

By Dechert on behalf of its client ' 0 P 035633 

I perpianput Subcommittee on Tnvestigationsl 

EXHIBIT #191i I 
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Pluto - Ai year end 1999, LJM2 purciiased 90% of the equity and 100% of the debt in MEGS, 

LLC (“MEGS3 for S263 Million.. MEGS b a special purpose entity that purchased an offshore gas 
gathering system in the Gulf of Mexico from Mariner Energy and Buriington Resources. Prior to tiie March • 
6. priacmal was received of £385,799 and S48Q.505 in iitferest. LJM2 sold this investment on March 6^7 
2000 fix $26.0 Million.. All legal and tax fees were paid bv Enrcm North America. T he unlevered 
returns®: ofthis investment is 10.3%-andthe levered return is 22.47%. 

Nowa SarzMia - On December 22, 1999, LJM2 purclmsed a 75% indirect equity interest in a gas 
fired power plant in Poland for $30 Million .Cto March 31, 2000, LJM2 sold this «juity interest to two 
parties for $31 .9 Million. LJM2 received a $750,000 upfront fee on this tramaction and all legal and ax 
fees w^e paid by Enron Europe. .The unlevered return on this investnxnts 37.1% and the lever^ return 
is 307%. 

New Investments 


Rawhide — Oa March 28 , 2000, UM2 prircbased 55.6% of tie equity in Rawhide Investors,. 

LLC (“Rawhide”) for S 123 Million. .Rawhide is a -monet^tion of Enron’s merchant portfolio of selected 
Enron North America and Enmn International assets, which closed in December 1 998. .The Rawhide 
structure is currently being extended and LJM2 purchased the existing equity from a third party. .The 
unuslevered return on this investment is ejqjected to be 14-16%. The levered return oa th^ inv^anent is 
expected to be 17-20%. 

Potential Investments 


Raptor. Osprey and Margaux - These diree investments, which were described in the presentation 
sent to investors on March 17, 2CK)0, arc still uaierreview and are expected :o close in the month of April, 
2000. .Raptor will provide the first co-investment opportunity for LPs. 


Indebtedness 


Milli on ■ LJM2 carreatlv has three credit facilities in place. The S65 Million revolving faedirv -with Chase 
Maniattan Bank has comraitmeats remainhig of $36.500.000. We are begiiming tk; process of neaotiatmg 
an increase in frte amount of die revolver in light of the subs-^tial increase in capital commitments since 

ifre Revolving Credit Agreement was signed with Cease in December of 1999. Liguidatioa proceeds from 


the sale of both Pluto and Nowa Sarzvna were utilized to prepay the Screaming Eagle Acquisitions loan 

and ihe LJM Cavnsm. L.P. loan. Hie current balance on the Screaming Eagle Acqutsirions loaiiisS15.2 

Million and the L3M Cayman. L.P. loan has been repaid in full. LJM2’s indebtedness is $43.7 Million. 



cotamian e ntssms e th e-Re velvis g-Cred itAgf eeme s t- w as s^ e d with Chas e- j n-gocember of 1999. 


Other 


Thank you for your cooperatioa chiring all of -the closings and of tl^ LJM2 psut^rship. ^ 

Now that the final closing has taken place, and the fiist year-end feianciai audit has bewi con^deted, we 
can turn our full attention to investment activities. We look forward to workmg with all of you and 
welcome any of your comments or suggestions to inwove communication. 


Sincerely, 


CONFIDENTIAL TREATMENT REQUESTED 
By Dechert on behalf of its client 


DP 035634 
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Yosemite Equity Sale 
Project ‘‘YES ’ 
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Project YES 

Need: 

• Condor and Enron seek to sell 45% of their 50% equity interests in Yosemite Securities 
Trust I (‘Yo I”) and Yosemite Securities Company Ltd. (“Yo 11”) prior to P('E2000. A 
divestiture of these interests is twofold (i) the ownership of Yosemite II equity creates 
undesirable financial disclosure in Enron’s Unconsolidated Equity Affiliates footnote; and 
(ii) Condor has a need to enhance its iiquidity. 

• Aithough AIG has an appetite to purchase the Yo I and Yo II assets, they are not willing to 
accept the risk of total loss on its commitment in the event a failure to pay on the 
underlying Yo I and Yo II investments has no linkage to the more broadly defined Enron 
[Public] Failure to Pay in the Yo I and Yo II Collateral Security Agreements . Specifically, 
AIG is currently not able to mitigate its risk with credit default swaps that match its 
investment. Therefore, a sale in the purest sense is not a viable option. 

Solution: 

• Create a new, wholly-owned AIG SPV capitalized with Notes and Certificates, formed for 
the sole purpose of buying the YO I and Yo II equity off of Enron's balance sheet 

• Enron provides a Total Return Swap on the Notes to create a direct Enron obligation on 
97% of the transaction. 




Structural Overview 


$$33.75MM 


Yo I Equity 


Whiewing 


Step 1 - Formation of Yellowstone 

• Enron purchases, at par (or $33.75 million), 
the Yosemite Securities Trust I (“Yo I”) equity 
from Whitewing. 
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Structural Overview 



step 2- Capitalization ot Yellowstone 

• Form a new 97/3 SPY (“Yellowstone"). 

• Yellowstone raises [$55 million] by issuing [$1 .65 million] 
in Certificates and [$53,35 million] in Notes to AIG. 
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Structural Overview 

step 3 - Sale of Yo I and Yo II equity 

• Yellowstone purchases 45/50ths of Enron's Yo 1 and Yo II equity interests for [$55 miiiion]. 
These assets would be on Enron's balance sheet at [$50 million]. 

• Enron enters into a Total Return Swap ('TRS”) with AIG, The TRS will cover the differenct 
between the notional amount and actual principal payments at maturity. 

• The premium represented in Yellowstone’s purchase price is acceptable given the credit 
enhancement provided via the TRS, and results in a [$2 million gain] to Enron in [4Q20.00]. 
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Structural Overview 

step 4 - Credit Default Swaps 

• AIG purchases Credit Default Swaps on Enron in the open market to hedge any payment 
default risk associated with the TRS. 
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Structural Overview 

step 5 - Payment of Interest and Yield. 

• Yellowstone receives 11% on the Yo I certificates and 12% on the Yo II certificates for 
a blended rate of 1 1 .3% on [$50 million]. 

• Yellowstone pays (i) interest payments equivalent to a debt return of [9.25%] on 
[$53.35 million] in Notes; and (ii) yield payments of 12.25% on the [$1 .65 million] in 
Certificates for a blended rate of 9.3% on [$55 million]. 
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Structural Overview 

step 6 - Maturity 

• Yellowstone redeems the Certificates and Notes to AIG with the proceeds received 
from Yosemite and interest income which has accrued at the SPV level sufficient to 
cover the remaining [$5 million], 

• Enron pays AIG any shortfall between the notional amount of the Notes and the 
actual principal payments on the Notes. 
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Structural Benefits 

Enron 

• At Maturity, Enron pays [$50 million] to Yellowstone. 

• Yellowstone redeems the Certificates and Notes to AIG with the proceeds received 
from Enron and interest income which has accrued at the SPV level sufficient to cover 
the remaining [$5 miilionj. 


AIG 
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White wing Investment Proposal 

Yosemite Securities Company Ltd. 


December 12, 2000 


ECaOOOl 92304 


Permanent Subcommittee on Investigations I 


EXHIBIT #191k 
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Executive Summary 

Whitewing has the opportunity to purchase an £10,012,500 ([US$14.5 
million]) equity interest in Yosemite Securities Company Ltd. (“Yosemite 
11”) from Bank Boston. Yosemite 11 is capitalized with £22.25 million in 
Certificates and £200 million in secured Notes. 

The Certificates carry a 12% yield and have a final maturity date of 
February 1, 2007. Interest is paid annually on February 1. 

Whitewing’s purchase will act as a temporary bridge to a 2001 sale to a 
third party investor. Equity consent is required because of the $40 million 
Obligor cap. This metric is exceeded as a result of Whitewing’s current 
$33,750,000 equity interest in Yosemite Secujities Trust I (“Yosemite I”). 

Both Yosemite I and Yosemite 11 were structured to provide a credit 
quality which mirrors Enron senior unsecured obligations. As a result, 
both issues are rated BBB+/Baal, consistent with Enron Corp.’s senior 
unsecured debt rating. 


ECaOOOl 92305 



Executive Summary (cont.) 

Proceeds from both the Notes and Certificates of Yosemite I and 
Yosemite H were applied towards the acquisition of Company 
Investments. Company Investments are defined as (i) (a) securities 
denominated in pounds sterling having either (1) a short term debt 
rating of “P-I” by Moody’s and “A-1+” by S&P of issuers whose 
long-term unsecured debt rating is “Aa3” or better by Moody’s and 
“AA-” or better by S&P and maturing 45 days or less from the date 
of purchase or (2) a long term debt rating of “Aaa” by Moody’s and 
“AAA” by S&P or (b) debt securities of the United Kingdom known 
as Gilts and (ii) payment obligations denominated in pounds 
sterling supported, in whole or in part, directly or indirectly, by 
Enron. 
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Executive Summary (cont.) 

■ Yosemite I and Yosemite 11 have both entered into Citibank Swaps for each 
Company Investment that, in the absence of a credit event, provide that: 

- Citibank will receive periodic distributions on Company Investments 

- Citibank will make interest payments on the Yosemite II Notes and 
yield payments on the Certificates 

- Principal payments on Company Investments will be the investors’ 
primary source of principal repayment 

■ The Citibank Swap ensures credit risk which is essentially the same as Enron 
senior unsecured obligations. 


ECa000192307 
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atibai(,MA 


YoserriteStmcture 


Citibank Swap 


F^odcCSEhRoAS 
Irtere^MoiftsardYIddF^rnEnls 



^1 Interest F^oeipts receKfed cn Qrrpsry Investments 

OedtD^aUtFkMS* 

Oarpa iylrNeslrTEnts 


irBecu©d(Mgfi^_ 


* After an Biai Oedt Evert, Qtibal^ 
S^ep rrey be settled pt^scally a in cash 


Yose 

Secu 

Corrpai 

nite 1 

lities 1 

nyUd. 1 



£22225 nillion 

Conpsny ]n\«stiTEnts: 

•Bronlnuestirents 

^^nritted Imestments 


ECaOOOl 92308 





CREDIT: 


HOLD: 


RETURN: 
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Transaction Rationale 


Risk profile mirrors senior unsecured obligations of Enron 
Corp., as supported by the Yosemite 11 credit rating of 
BBB+/Baal. 


This is a bridge financing to a longer-term solution which 
will he implemented in 2001. 


12% per annum return is above market for Enron Corp. 
paper. 


ECa000192309 
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DEWEY BALLANTINE LLP 

MEMORANDUM 


TO; 

The Parties On The Attached 
Distribution List 

FROM: 

Robert H. Blackman, Legal Asst. 

DAIIE: 

December 13, 2000 

RE: 

, Osprey Consent- Yosemite 


Attached is a Consent in connection with the Whitewing Investment 
Proposal regarding the acquisition of a Tnist Certificate in Yosemite Securities Ltd We 
understand Enron previously discussed this with you. If you are in agreement, please fax 
one executed copy to me at (212) 259 6333, and forward ten (10) executed copies of the 
relevant signature pages to me at Dewey Ballantine LLP, 1301 Avenue of the Americas, 
New York, NY 10019. — 

If you have any questions or concerns, please contact Thomas Mazza at 
(212) 259 6700 or me at (212) 259-7236 at your earliest convaiience. 

Best regards. 


Attachments 


ONFIDENTIAL TREATMENT REQUESTED I Permanent subcommittee on Investigations 
By Dechert on behalf of its client I EXHIBIT #1911 


DP 090385 
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Distribution List 


Principal Life Insurance Company 
Ken Hovey 
JoElIen Watts 

Stonehurst Capital Inc. 

Doug Staric 

Nixon Peabody LLP 
Scott Cristman 

John Hancock Life Insurance Company 
Dan Revers 
Amy Weed 

Kirkland & Ellis 

MarthaStuart _ . 

Chewco Investments L.P. 

Michael Kopper 

LJM Investments 
Kathy Lynn 
Chris Loehr 


ONHDENTIAL TREATMENT requested 
B y Dechert on behalt of its client 


DP 090386 
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CONSENT 

This written consent is dated is of DecembCT , 2000 and is being given pursuant to 

Section 6.06 (b) of that certain Amended and Restated Limited Liability Company Agreement of 
Whitewing Management LLC (the “Agreement”) dated as of the Closing Date between Egret I 
LLC, a Delaware limited liability company (“Egret”) and Osprey Trust, a Delaware business 
trust (“Osprey”). Terms capitalized for other than grammatical purposes in this consent but not 
defined herein have the meanings set forth in the Agreement. 

Egret has advised Osprey that Egret expects a wholly-owned direct or indirect subsidiary 
of Whitewing Associates LT. (“Whitewing LP”) to acquire a Trust Certificate in Yosemite 
SeemitiK Company Ltd., as more fully described in the presentation previoirsly submitted to the 
Certificateholders. The aggregate purchase price of such Trust Certificate shall not exceed $15 
million. 

Information required pursuant to Section 6.01 (c) and Schedule 6.01 (c) of the Agreement 
regarding the Trust Certificate has been delivered previously by Egret to each of the 
Certificateholders of Osprey. In addition, each Certificateholder has had the opportunity to 
discuss the Trust Certificate with representatives of Enron. 

Acquisition of such Trust Certificate by a wholly-owned direct or indirect subsidiary of 
Whitewing LP requires the consent of Osprey pursuant to Section 6.06 (c) (i) of the Agreement. 
The undersigned, constituting at least an Osprey Majority of the Osprey Certificates, hereby 
consents in writing pursuant to Section 6.06 (b) of the Agreement to the transaction described in 
the second paragraph hereof 

This Agreement may be executed in any number of counterparts with the same effect as 
if ail signing parties had signed the same document. All counterparts shall be construed together 
and constitute the same instrument. 


CONFIDENTIAL TREATMENT REQUESTED 
By Dechert on behalf of its client 


DP 090387 



1668 


PRINCIPAL LIFE INSURANCE COMPANY, on 
behalf of one or more separate accounts 
By: Principal Capital Management, LLC, 

a Delaware limited liability company, its 
authorized signatory 

By: 

Its: 


By: 

Its: 


PRINCIPAL LIFE INSURANCE COMPANY, as 
attomey-in-fact for O^rey Associates LLC, as 
holder of Osprey CertiEcate No. 1 

By: Principal Coital Management, LLC 

a Delaware limited liability company, its 
authorized signatory 


By:. 

Its: 


By:. 

Its: 


ONFIDENTIAL TREATMENT REQUESTED 
By Dechert on behalf of its client 
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WESTBORO PROPERTIES L.L.C. 

By: Stonehurst Capital fac., its Manager 


Name: 

Title: 


OSPREY ASSOCIATES LX.C., as holder of 
Osprey Certificate No. 2 
By: Stonehumt Capital L.L.C., its Manager 

By: Stonehurst Capital Inc., its Manager 


By: 

Name; 

Title: 


OMFIDENTIAL TREATMENT REQUESTED 

By Dechert on behalf of its ciiem 
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JOHN HANCOCK LIFE INSURANCE COMPANY 


By:. 


Name: 

Title: 


JOHN HANCOCK VARIABLE LIFE 
INSURANCE COMPANY 


By:. 


Name: 

Title: 


INVESTORS PARTNER LIFE INSURANCE 
COMPANY 


By:. 


Name: 

Title; 


ONFlDEtHIAL TREATMENT requested 

By Dechert on behalf of its client 
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CHEWCO INVESTMENTS, L.P. 

By: SONR #1 , L.P., its General Partner 

By: SONR #1, L.L.C., its General Partner 


By: 

Name: 

Title: 


ONFIDENTIAL TREATMENT REQUESTED 
By Dechert on behalf of its client 
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IJM2-OSPREY, LLC 

By; LJM2CO-INVESTMENT, L.P., its 
managing member 

By: IJM2 CAPITAL MANAGEMENT, L.P, its 

general partner 

By: LJM2 CAPITAL MANAGEMENT, LLC, 

its general partner 


By: 

Name: 

Title: 


OSPREY ASSOCIATES U LLC 
By: OA Investments LLC, its Manager 

By. LJM2-Osprey H, LLC, its Manager 
By: LJM2 Co-Investment, L.P., its sole Member 
and Managing Member 
By LJM2 Capital Management, L.P., its 
General Partner 

By: LJM2 Capital Management, LLC, its 

General Partner 


By 

Name: 

Title: 


By Dechert on behalio 
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From: 

Sent: 

To: 

Subject; 


AWong@milbank.com@ENRON-[IIVICEANOTES-AWong+40milbank+2Ecom+ 

40ENRON@ENRON.comJ 

Thursday, February 22, 2001 5:37 PM 

amanda.angelini@ssmb.com: McDowell, Doug; gareth.bahlman@milbank.com 
RE: Yosemile Securities Company Ltd (the "Company") 


That is indeed the correct form. If anybody needs to reach me at home my number is 201-626-5199. Here is the 
information needed /rom Enron and Raptor as asked for by Jersey: 

Enron Corp 

This company, as a public listed company is required to to provide us with a 
Client (Corporate) Questionnaire and all of the documentation requested 
therein. We also require verification of 2 of the directore of Enron Corp. 
in addition we require a letter from the management of Enron Corp., 
verifying the capacity in which Jill Erwin is acting and confirmation that 
she is authorised to act in this capacity on behalf of Enron Corp. 

SE Raptor LP. 

Further clarification is required as to the structure of SE Raptor as it may 
be helpful from a compliance point of view to establish more clearly its 
connection with Enron Corp. We also require details of the beneficial 
ownership of SE Raptor. A Client (Corporate) Questionnaire and all 
documentation requested therein is also required and potentially Client 
(Personal) Questionnaires in respect of the beneficiaf owners, if the 
company has a private status. 

Sincerely, 

Albert Wong 


Albert Wong 
Associate 

Global Corporate Finance 
Milbank, Tweed, Hadley S McCtoy LLP 
1 Chase Manhattan Plaza 
NewYork, NY10005 
Telephone: 212-530-5392 
Facsimile; 212-622-5392 
Internet: awong@mllbank.CQm 


Original Message 

From: Angeiini, Amanda |FI] [SMTP:amanda. angelini@ssmb.com] 

Sent; Thursday, February 22, 2001 5:14PM 

To: 'doug,mcdowell@enrorLcom'; ‘gareth.bahlman@milbank.com' 

Ccr ■awong@milbank.com' 

Subject: FW: Yosemite Securities Company Ltd (the “Company*) 

Doug 

As discussed here is the questionnaire, 

Ai 

If this is the incorrect form please forward the correct form to Doug and 
Gareth as it needs to be filled in by Osprey. 


Permanent Subcommittee on Investigations 
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Thanks 

Amanda 

— Original Messag 


From: AWong@mi!bank.com imaiitQ:AWonQ@miibank.com Awa(«@rriibank.eom j 
Sent: Thuf^ay, February 22, 2001 1:12 PM * 

To; Angeiini, Amanda [FI] 

Subject; FW; Yosemite Securities Company Ltd (the "Company") 

Amanda: 

Please advise as to who at Fleet National Bank should receive the 
questionnaire to fill out regarding the bank as certificatehoWer in 
Yosemite il. Thanks. 



Sincerely, 
Albert Wor^ 


Albert Wong 
Associate 

Global Corporate Finance 
Milbank, Tweed, Hadley & McCtoy LLP 
1 Chase Manhattan Plaza 
New York, NY 10005 
Telephone: 212-530-5392 
FacsimiiG: 212-522-5392 
Internet: awong@milbank.com 
— Original Message — 

From: Lynda Shepherd [SMTP;l.shepherd@jerseytrustco.com] 

Sent: Thursday, February 22, 2001 12:51 PM 
To: ’AWong@miibank.com' 

Cg: ThQmas_Mu5arra@ustrust.CQm'; Jennifer Svatins; 

'Jill.Erwin@enron.com'; Steve Eumett 

Subject: Yosemite Securities Company Ltd (the "Company") 

Dear Albert, 

I refer to the conference call of this afternoon between ourselves and Steve 

Burnett in relation to the distributions to the certificateholdeis pe 
"Distributions"). 
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As previously advised, regardless of whether an account is opened for the 
Distributions or whether the Distributions are made from the Eurociear 
account, where the funds are at present, there is still a requirement for 
the directors of the Company to authorise the transaction’s, which the 
DireiSors are unable to do for compliancre reasons, until such time as ail of 

our compliance requirements have been met. 

As advised in our previous correspondence with the various parties, the 
compliance documentation that is required is as followst- 

Fleet National Bank 

A Client (Corporate) Questionnaire requires to be compieted. if however, 
Fleet National Bank is regulated by relevant Money Laundering legislation in 

the US and can provide us with the name of the relevant iegisiation under 
which they are regulated, we will not require the documentation requested 
within the Client (Corporate) questionnaire. 

Enron Corp 

This company, as a public listed company is required to to provide us with a 

Client (Corporate) Questionnaire and all of the documefrtation requested ' 
therein. We also require vefiUcatlcn of 2 of the directors of Enron Coip. 

In addition we require a letter from the management of Enron Corp., 
verifying the capacity in which Jill Erwin is acting and confirmation that 
she is authorised to act in this capacity on behalf of Enron Corp. 

SE Raptor L.P. 

. Further clarification is required as to the structure of SE Raptor as it may 

be helpful from a compliance point of view to establish more clearly its 
connection with Enron Corp. We also require details of the beneficial 
ownership of SE Raptor. A Client (Corporate) Questionnaire and all 
documentation requested therein is also required and potertiaily Client 
(Personal) Questionnaires In reject of the beneficial owners, if the 
company has a private status. 

I attach a further copy of our Client (Corporate) Questionnaire for your 
infomiati'on. 

«Client (Corporate) Questionnaire.doc» 

I look forward to hearing from you wth regards to the way forward. 

Kind regards. 

Lynda Shepherd 

«Client (Corporate) Questionnaire.doc» 

This e-maii message may cx>nta[n legally privileged and/or confidentiai 
information, if you are not the intended recipientfs), or the employee 

3 
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or agent responsible for delivery of this message to the intended 
recipient(s), you are hereby notified that any dissemination, 
distribution or copying of this e-mail message is strictly prohibited. 

If you have received this message in error, please immediately notify 
the sender and delete this e-mail message from your computer. 

« File: Client (Corporate) Questionnaire.doc » 

This e-mail message may contain legally privileged and/or confidential 
information. If you are not the intended recipient(s), or the employee 
or agent responsible for delivery of this message'to the intended 
recipient(s), you are hereby notified that any dissemination, 
distribution or copying of this e-mail message is strictly prohibited, 
if you have received this message in error, please immediately notify 
the sender and delete this e-mail message from your computer. 
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From: 

Sent: 

To: 

Subject: 





Walden, Clint 

Thursday, November 01, 2001 5;48PM 

Cilia, Mary 

Docs 
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Yosemite I Transaction 


Enron purchased certificates of Yosemite Securities Trust I (Trust I) equaling an 
aggregate principal amount of 537,500,000. This represented an approximate 50% equity 
interest in the Trust. A Bank of Boston affiliate purchased the remaining 50% interest in 
the Trust. 

Effective as ofDecember 29, 1999 Enron sold $33,750,000 of its certificates in Trust I to 
LJM in order to reduce Enron’s ownership interest in Trust I to approximately 5%. UM 
purchased this equity from Enron at par, and from the date of purchase began receiving 
the same 1 1% return as the other equity holders. 

Effective as ofDecember 30, 1999 LJM sold $33,750,000 of its certificates in Trust I to 
SE Raptor LP (subsidiary of Whitewing) in order to reduce LJM’s ownership interest in 
Trust I to zero. SE Raptor LP purchased this equity from LJM at par, and from the date 
of purchase began receiving the same 1 1% return as all other equity holders. 

For tax purposes the total equity in Trust I was equal to 10%. This is above the required 
3% level to achieve deconsolidation in a 97%/3% SPY structure for GAAP purposes. 

If Enron had owned 50% of the equity in Trust I over year-end, the Yosemite transaction 
would have had to be disclosed in the unconsolidated affiliates footnote. The Yosemite 
transaction was structured to allow Citibank to syndicate Enron exposure to the capital 
markets (exposure which is reflected on our balance sheet as a liability). Including Trust 
I in the footnote would result in analysts double counting liabilities through the typical 
add back of a percentage of the debt of unconsolidated subsidiaries. 

Transaction Structure Description 

Trust I was created by Citibank. Approximately $825 million of proceeds were mised by 
selling equity and debt interests in Trust I The proceeds raised by Trust I were invested 
in permitted investments that included AAA rated securities, time deposits, promissory 
notes or commercial paper of US money center banks. 

Related to this structure was a aedit default swap, which was entered into between Trust 
I and Citibank. The terms of the swap were such that absent an Enron Credit Event, 
Citibank would pay to Trust I an amount equal to the interest and yield on the debt and 
equity of Trust I and Trust I would pay to Citibank the actual amount earned on the 
permitted investments. Upon an Enron Credit Event, Citibank could settle the swap 
physically (by delivering Trust I certain Enron Obligations) or in cash. 
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Credit and Subordination Agreement between SE Acquisition and LJM2 


The proceeds received' under the agreement by LJM2 were used for general 
partnership purposes. 

On December 20, 1999, SE Acquisition LP (Lender) and LIM2 Co-investment LP 
(Borrower) entered into a Credit and Subordination Agreement in which SE 
Acquisition would lend LJM2 up to $38.5 million. 

Amounts borrowed and then repaid were not allowed to be re-borrowed. 

On the closing date, LJM2 drew the entire $38.5 Million. 

Terms of the loan were as follows; 

Princiapal Amount = $38.5 million 

Maturity Date = December 20, 2000 subject to extension to December 20, 200 1 
Interest Rate = LIBOR + 2.5% 

Commitment Fee = .25% annually on the sum of the average daily unused portion 
of the commitment. 

Facility Fee = 1% of the commitment amount 

In November 2000, one month preceeding the initial maturity date, LJM2 paid the 
loan and interest off in lull. 
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Unknown 


From: 

Sent: 

To: 

Cc: 

Subject: 


Wagner, Eieanor [CRRM] 

Wednesday, December 05, 2001 3:50 PM 
Fox IH. William T; Caplan. Rick [Fi] 
Warren, Doug [FI] 

RE; Ene settlements 


We aren't required to settle the TRS on Yosemite now are ws? If we did, would that cause us to pul these deals on our 
b/s. or would we have the TRS banks hold the certificates? 


— Original Message — 

From: Fox III, William T 

Sent: Wednesday, Deceirtaer OS, 2Q01 3:26 PM 

To: Capian, Ridv CFI] 

Cc; Wairen, Doug (Flj; Wagner, Beanor [CPRM] 

Subject: RE: Ene settJements 


We do not have cash to give; not sure now to deal with it; will by to check it out. 

-r — Original Mesage — 

From: Caplan, Rick [H] 

Sent: Wednesday, De^mtserOS, 2001 3:18PM 

To: Fox in, Wiliiam T 

Cc: Warren, Doug [FI] 

Subject: Ene seSjerrents 

Know you are very tied up so I thought i would email you rather than continue to play phone tag. We have been 
pressured by £Sif counteiparties on the total return swaps vwitten on the equity in the Yosemite deals to settle the deals 
asap. As senior unsecured recoveries would need to exceed 90% for the equity to have any value, the counterparties 
are looking for par payments to end the swaps. 

Under the agreement between the GRB and the Credit Deri\^tives Trading Desk, the GRB agreed to keep us whole 
on the equity. Therefore, we would request that we settle out with you in order to settle out with our counterparties. 
How do you pay cash - is it through the loan book, or is there another route (we need the cash to settle the swaps)? 

Also, the mark to market ort the portfolio swap in which Ene wrote us credit protection on a basket is $19,895,849,087. 
We need to settle out this deal as well. We know the margin s limited, so again, how do we gel reimbursed for the 
counterparty exposure taken by the GRB (again, we will have to pay cash to break the trade with our counterparties on 
the other side)? 

Appreciate your attention. 

Regareis, 

Rick 
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investment Dealers’ Digest Article 


SHKOH ■ YOSEUirE 


ON DEOEMBEB 6, 1999 THE FOLLOWING ARTICLE ABOUT THE TRANSACTION APPEARED IN 
INVESTMENT DEALERS' DIGEST , - 


WALL STREET IS BECOMING EVER MORE SOPHISTICA TED IN FIGURING OUT WA YS TO 
APPL r NEW DERIVA TIVES TECHNOLOGY TO THE BASIC CORPORA TE FINANCE NEEDS OF 
ITS CUENTS. AS EVIDENCED BY ENRON CORPS RECENT PRICING OF S7S0 MILLION IN 
SYNTHETIC BONDS THAT REPACKAGE THE CREDIT RISK OF STRUCTURED BANK LOANS. 

The bonds, called LEOs or Liniced Enron Obligations, were created by CUigroup through a technique that 
combines credit derivatives, securitization, and traditional fixed-income struaures. The complex procedure 
achieves a simple goal: It transforms structured bank loans from a single corporate borrower into 
instruments that the capital mvkets can digest. 

‘The goal to create something that looks and acts like an Enron bond and sell ii to the people who bu\ 
Enron bonds , " said Rick Capian, a VP in Stdomon Smith Bam^’s derivatives capital markets group. 

Enron, like many companies, relies on a variety of structured bank loans to finance specific assets. For 
example, when financing us corporate headguorrers. Enron used a common lease srruaure that provided 
significant tax advantages over a stra^ht debt. 

.Although these struaures offer the compam unique benefits, there are also drawbacks - nameiv the 
unwillingness of banks to extend these loans for long peiiods of time. Structured loans are generally limited 
to tenors of two to three years, with rare facilities running five to seven years. The reluctance of banks to 
ojfer longer loans comes primarily from their hesitancy to take on signijzcaht levels of corporate credit risk. 

To help address this protj^eiTL VVad Street applied derivatives structures that isolate credit risk. Far Enron, 
Citigroup used a swap default structure to wrap a trust • Yosemiie Seci/rtries Trusi [ - fhot holds 5S50 
million in Enron structured bank loans. The swap, which was provided by Citibank, ■'sanitised’' r/ie risk of 
the assets in the trust, with the stmctural risk remaining with Cici while the credit risk was stripped of. ■ 
said Adam Kulick. a Salomon derivatives VP who aiso worked on the deal. That credit risk was then 
packaged into securities, the 3.25% five-year LEOs. which resemble Enron’s plain vanilla debt. The 
synthetic bonds, which were sold in a 144A transaction last month through lead manager Salomon Smith 
Barney, mirror Enron debt so closely that they carry the same credit r^ing as the company's senior 
unsecured debt-BBB + from Standard 8c Poor’s and Baa2 from Moodv’s Investors Service. 

In fact, the structure is'so effective in separating the structural and credit risk that neither the deal's 
investors nor the racings agencies ever know exactly what assets are held in the crust. From their 
perspective it doesn't matter - the securities they are analyzing carry only Enron credit risk. The LEOs 
priced at a spread of 227.5 basis points over the comparable U.S. Treasury, a level that's about 100 bps 
wider than the spread on £nron's pvc-/ear senior unsecured debt. 

Became it is passi^ the credit risks onto (he capital markets. Enron has the opportunity to add yeqr.sjp tht „ 
terms of its financing, which would cut its refinancing risks and costs. 

In addition, CUi has the ability to sell default swaps in Enron’s name out of the structure. Enron and Ciii in 
the future couid issue default swaps running as far out as 10. 20 or even 30 yeors. That would effeczivelv 
hedge Citibank, making it merely an intermediary in the transaction. 

The deal illustrates the extent to which corporations can benefit from innovations in derivatives structuring. 

It also demonstrates the potential of closely integrated bank and capital markets operations - a point chat 
Citigroup is anxious to drive home. This is the first time that people have reallv thought through how 
CiOs and derivatives technolo^ can be used together in general corporate finance. " Kulick sa'id. ‘The 
market is going to move in this direction, and we're looking to apply this technology as broadly as possible . " 


CmBA/^<01 

iSALOMON^SMn'H Barney 

' Members o< ao qn x o* 
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i spoke with Jim on 7/23 concerning the Michael Kopper transaction. He mentioned that 
he and Bill Fox had met with Michael Kopp>er and Andy Fastow the previous week and 
were aware of the sale of LJM to Michae-I.. 

Jim explained that he was the account manager for the Enron relationship and has had past 
dealings with Fastow, Kopper and LJM. In fact, Jim stated he was responsible for 'forcing 
the issue on Citigroup/Travellers' investment in LJM2. The initial investment in the fund 
was based solely on Enron's relationship with Citigroup, not potential investment returns. 
Nonetheless, the investment has turned out well for Citigroup and they plan on staying with 
the fund even after the sale to Michael Kopper. 

Jim believes that Michael is a very smart man and the fund will continue with its close ties 
with Enron and be successful. In Jim's opinion, Enron is in significant need of a fund like 
LjM2 to manage its asset base and shareholder return. 

jim had absolutely no character issues with Michael or our involvement in the proposed 
transaction. In fact, we are viewed positively for taking on this transaction. 

William T. Fox, GCIB, New York 

1 spoke with Bill on 7/23 also. Bill relayed that there were no issues with LJM, Kopper or 
Fastow. Citigroup is favorably disposed lo Enron. The LJM relationship is another facet to 
the global relationship. He believes Michael id very bright and has for the most part been 
responsible for all the analysis and structuring in the LJM porrfolio. 

Bill sees no issues with us financing Kopper and has no character issues with him 
personally. 
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Citigroup investmentsj 

To: Mary Lynn Putney 

CC: Hunter Reisner, Craig Farnsworth 

from: Steve Hartt 
Date: January 24, 2001 

Re: Review ofUM2 f Enron Fund), and Recommendation for UM3 


Enron is in the m^ket to raise 1JM3. the follow on fund to UMl which Citigroup ccmmitted 
SI5 million (SIO from Citibank, S5 from Travelers). Enron has stated to Jim Reilly (S5B account 
manager) that there are no negative relationship implications should we choose not to participate 
in LJM3. Given this and the points discussed telow, / recommend that we do not participate in 

UM3. 

Low Cash oa Cash returns. 

Returns on fully and partially realized investments to date are all positive, high IRR but low 
(1.4x) cash on cash. Based on UMs projections, the Fund is not likely to return more than 2x 
cash on cash- However, it is too early to tell if such returns will be realized, in pan because the 
invesmients are relatively new bur also due to the highly stniciured nature of the transactions (see 
below). 

High exposure to share price fluctuation, particulafiy Enron. 

The returns of many transactions congslet^ (38% by number, 43% by amount) are based (in 
whole or part) on Enron share price. 65% of the projected Fund gains depend on flat or rising 
share prices, particularly Enron’s, based on UM’s projections. In committing to LJM2, we 
understood that the Fund would be relying on Enron directly for crahsactions and indirectly on 
Enron’s credit strength (as the party the Fund could put assets to). We have been surprised at the 
number of transactions that are reliant cm Enron’s share price for success. 

Mitigating this risk, LJM2’s principals have sought to hedge this exposure through contracts back 
to Enron. Additionally, LJM2 principals argue that Enron would make the Fund whole should it 
suffer losses because the vehicles that the Fund invests in are critically ImporiaDi to Enron's 
ability to manage its earnings. Forrunately, this thesis has not had to be tested yet, 

Some Investments are not attractive to Citigroup in the Fund. 

The Fund invested in debt and equity of 2 CLOs. Citigroup could invest in CLOs without ca.rry. 
These investments represented 13% of deals done and 14% of capital invested. 

Complex investment structures make it difficult to assess risk and reward- 
The Fund’s investments are typiediy highly structured making it difficult to understand the key 
drivers of returns and related risks. This has made it difficult to assess the riskiness of the 
transactions and their poteniid outcome. 
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CONROENr/AL 
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aiitw^ary ot gnroti*:i Capital Market facpogaya with Clci^rougi 


Currgpt MTW! (as of coB 10/26) 


Derivacives 

F3^ 

pre-oaid 

Futures 

Phibro 


fS5.6BKM 

S1.4MK 

SISQRH 

S2.7SKH 

SB7.7M4 


Collateral 


Net Ejcpesura 

j27.oaKM 

yl.flMn 

IzsortH 

$2.7gMH 

ti4.7m 

»2S5,94KH 


Detail r 

C««iodlcy Derivtttlv'ea 

The Citi Comnodicv Derivatives' overall KTft w/ Enron vaa SS5 . B6MK(Enron Owes 
Citibank? a* of 10/26. These trades are documented under an isDA with Enron 
North America. Tha current threshold is 43om; collateral on hand is 529 -6««, 
The call frequency is daily, as per our agreement, the client hae 2& hours to 
post margin. The threshold declines to SSiOt. should Enron Corp. be downgraded 
to BB&'/8aa3 and declines to *0 should Enron Corp fall belov BBB-/Baa3. PSE 
on trades ia 5X53.2MK. Details on the gas and oil trades are below. 


“ Kat-ural Gas book . 

Average life; 3 years 

Kucimum teoori 7 years (DEC 200B) 

Risk; Eaepoaure to Enron increases a» natural gas prices rise. 8S% of deals 
price off NtllEX contract.' location basis risk is not significant. KTK 
increases 5i,6«Jt for every *l\ rise in natural gaa price. 

Stress^ KTM increases by *10QKM should 3-year forward prices average 96 (aa 

in winter 2000 / 01 ] . 
oil book 

Average lifes 3-4 years 
Maximum tenor* S years (DEC 2006 ) 

Risk profiles Exposure to Enron increases as refining margins narrow. There 
is no material eacposiure to outright (directional) prices. WTM increases 
S0.3MK per lOe narrowing In gasoline crack spreads. Spread e^^osures to jet 
fuel & heating oil cracks spt^Ads are not significant. 

Stress: MTM increases by SSORR should forward gasoline crack spreads narrow 
from average s3.25/barr«l to si . SO/barrel . 


Porelgn axcba&ga 

There are also FX transactions with Enron Corporation, the current HTK is 
Si. 4 hN (Enron owes Citibank). PSE of «.4 km. These are primarily CAD. Eure, 
.Hex. JPY with a email areoune of Latam currencies. The trades ace short term 
with tenors of one co six months. Latest maturity ie Jaa 2, 2002. There is no 
collateral agreestent. 

Pre-paid Forward 

We have a prepaid forward where Enron must pay US back 9250MM in December. 
Using a triangul&r a&ructu.rc involving shell corporation/ 5^ called the Delta 
Energy Corporation, we loaned Enron 2SaMK in June 2001. They must pay the 
loan back with interest in December o£ this year. This is economically a 
loan, but it was set up via pre paid commodity forwards. This form of 
finajxcing Is advantageous to Enron in that it allows the borrowing Co be 
reported as **price risk management* liability rather than debt. In addition, 
because of the way Enron claeeifies trading assets/llabilicies on the balance 
sheet, the amount of the borrowing actually is recorded as cash from 
operations. 

Puturea 

Futures initial margin requirements are S-S.4MK; variation margin is si.SMM- 
We provide a futures financing line Cor both initial and variation and we are 
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currently einancing the entire initial and variation inar 9 in requirejpwnc of 
SfiMW. Tha client is net 1009 S97 kyheX unleaded 9 as contracts, net ahorc 
t,99B tfr>EX Crude Oil and net short 325 contracts oi fCTKEX Heatinij Oil. Net 
liquidatinq value on the account is t2 .tfiMXtEnron ouos SSBJ . 

Phibro 

Phibre has a currooc mtM ja‘7MK (Enron owes Pbibro) . of which iTlpJM is 
collateralized. There are three entities trading with Phibra: Enron North 
America which has a threshold £or 0>mmadlty Swaps and Options and a 

S2H» threshold Cor £n*issioa Credits contracts. The threshold in the Phlbco 
agreements drops to zero ot Enron is rated below investment grade by both 
rating agencies. I^roh Capital International haa S2mH o£ the above stated HTK 
expocure. with no collateral agreement. The third entity is Enron Reserve, 
all trades are clcsed. ac^ the lass of S7QOM to Enron is locked in. The 
receivable is due at the end of November. 

cma 

Me have done i Credit Linked Kate deals (totaling approximately 92.3 Billion) 
chat essentially have allcs^ed Enron to borrow funds in the public market and 
enter into prepaids . The investors have effectively "loaned* Enron the 
money, not Citibank. Citibank assumes basis risk. The basis risk being the 
difference between the recovery rate of a derivatives claim (which can be 
delivered to investors on the occurrence of an Enron Credit Event) and the 
recovery race of a senior secured di^e obligation. These deals were approved 
with zero ESS- (These deals are sometimes referred to aa Credit Linked Motes 
or the Yaaeitti,te structure) . 


Prepared Sy: Elena Hatrullo 

Burray Barges 
October 25. 2001 
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Adding all of Enron's Off Balance Sheet Debt ($16 B), the company’s debVcap 
ratio is expected to rise to 69% at 12/31/01. 

Potential equity write downs of $5 B could raise Enron’s projected debt/cap to 79% 
by year-end. 
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(I) Structured Debt includes Osprey ($2.6 B), Marlin ($915 MM) & Odier Outstanding Structured Debt 
(approx. $1 .0 B), such as VPPs, Contract Monetizations, and Synthetic Leases 
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FINAL 


CTOAWOI ■ 

I SalomonSmith B\R\EY 

Global Loans Approval Memoranoum 


Man date: NoyaaERT, 2001 


Apmovu. Due Date; NovEii8Ei)9,8l01 

El 

1 1 Agent-oiUy 

□ □ 

Lender 

AaKETSTATODCS 

BorroMNn 

A. Transwestem 

Pipdine Coftq^y 

Citibank Commitment (5MM): 

A $330MM 

B. $270MM 


B. Nofttem Natural 
GsComparty 


Tot $60C»^ 

Guarantor 

A EntonCorp 

6. EnronCorp 

*CttjbankHold(5MM): 

A $33CMM 

8. $270MM 




Tot$60(»yavl 

DMlSIn{$IWll): 

A $S50MM (wilh the 
toiltty to upsize to 
$650MM) 

B. $4S0 MM (with Ihe 
abity to upstza to 
S550MM) 

Amount {5MM}: 

N/A 

Facilfties^MMy Typaf Tenon 

$1.00(V364-day RC 
Faoiities (with the abUity 
to upsia to 51 ,200MM) 

*B/E Amount ($MM): 

m 



* tf non pro*rata, show breakout 


Legal V^tide: 

Citibank, NA 



Origination Unit 

HouskXhGEM 

Expected Launch Date: 

mm 

Control Unit 

Houston-GEM 

Expected Closing date: 


CO’Bookrunnefts) 1 Amount 

Co-Aito^inistrativt Agent t 

Amt 

SSB/5600MM 

JPMorgart/$400MM 

Cibbank/$600»M4 

JPMorg»/$400MM 

Sdl Down date: 

(90 days, unless otherwise approved) 

N/a 

^itoica^on .l^jent f Amt 

Nfa 



Paying Agent /Amt 

Ci«)anf(/5600MM 



UpftomFe«s:$12MM 

Undrawn Pricing Drawn Pricing: 


Commitintnt Fm of 50 bpt SO bps LIBOR Margin of ^ bp9 

Bast rata margin of 150 bps 


Deal Leader: 

TM; 

Back>up Contoct 


Chris Lyons 

713-<54-28e2 

Michael Nepveux 



1 
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LTUnsecureo RRforFadmy 

Ratwgs: 

A, BBa}Ba82 4 

B. B8BeM2 4 

Enron C^: Ba3Caa2 (nog, outiook) 4- 


PiffiPCfiE: 


Mv«rM Ci»«i8cat^ 
OAAorlB) 
n/a 
iWa 


We am requesting approval for a S600 nslfion parlk^atton as Xo-Airanger* to $1.0 bffion of 364^y sennr seoired revolt 

credit facities (the facifiBes*) for Transwestem Rpefine Corr^y {•Transvrostefn*) and Northern Nab^al Pipefine Company 

('t^orlhern N^uraT and colieciveiy wtd) Transvro^m. 8te 'Borrower'), tK>tti rtf which are wholly-ovmed stdiskSaies of Enro^ 
Corp. The BorroiMrswiI have Bte fight to upsize the aggrega&Fad&ties to $1.2 b^. However, if they exercise tiis option, 
itodherQSbank nor Chase sobfigaled to increase feoommdinent The increase would be ^leded by brto^n a new lentter 
orlendecs. The amount (tflteFaciSeswi be spit as fodows: $550 rnifioR(witoof^ to increase to $650 rniffion) at 
Transwestem and $450 miBon(v^ option to tocrease to $550 m^) at Northern ftoti^ The Facilities wM be securod by alt 
ass^ of toe Borrows including cap^ stodc. Addlionafiy. Enron wiH refinance the Qttoank tonded $250MM pxepay due 
Oec^nber 27. ^1 as a s^ate fr»)Che under our $600 fftitton cornnritment in toe new Facifities. 


The Facilities are to be used for wiping capritai and foans to Enron Corp. providing current Bquidity, Enron's currsit 

tnaiMf to access toe capital m^ets. 


Snce Oeeemb^ rtf 2000. Enron Oxporation C^von') has to^ approsmately $522 baton {or 62%) its maricet c^xtoSzaSon. 
This was aggravated by the departure of SkiS^ (CEO) in August arrd heigMened by several recent announcements incfoding 
several write<fowns/asset toipairments. SEC review into potenBai conffict issues with UM partnership, and re^acement of CFO 
Andyfa^. As a result toe rating agencies ptacadErvon on negaBve outlook and Emon's bonds baded down. Biron notified 
us as hs agmt bank {» its Revdvtog Cre<fi Fac^ly that it wodd not be able to place its Commercial Paper and would be drawing 
on its badcstop fadHBes. On 10/25A31 , Enron drew down 100% of its combined $3.0 bitoh 364^ay and 5-ye» backup fodiiBes 
in oKfer to repay oxnmefQd paper ($22 billion), with the remainder used to preserve liquidity. At lhat Bme. Er^'s a>fporate 
bonds dro(^ even forth^ to 64%. Given Enron's in^flity to access the capital markets. Enron requested that its tvro lead 
backs (CiBt^ and Chase) provide a shr^lerm Bquidity f^ty. as a measure to both rennstBI market confidence and provide 
interim tic^^, whBe Enr(» tries to reenter toe capital m^ets. 

Enron put^ snnrMnced toe commitment of $1 .0 bSBon <tf FadiiBes or\ Thursday, 1 1/1/01 . in addition, &iron plans to have 
senior maiagem^t follow up with its investws on a *Road Show* later in toe we^ hr^ng to renter the commerdd paper 
markets. 

We beTteve toattoe FadNly; 

(1) allows Enron to contmue to maintaio liquidity within its trading operations {and reducfog associated margin requirements by 
counterparkes); and 

(2) possbiy restores confidence in Enron capital markets and steb^ity in Enron's credit ratngs. 


4u»provals: 






Approval Level Required: Level iv 





DsulTeak 

Global Loans; 

Origination: 

Research: 

Ri^ Manager 

Loan investix 
Services: 

Credit Admin: 

Chris Lyons 
713-654-2862 

Michael Nepveux 
713^2887 

Shirley EBoO 
713-654-2868 

"Tbm Stott • 
212-816-8082 

Sean Portrait 
302-894^083 

Carol Rooney 
212-654-3590 


B. SUMMARY 


EXPOSURE summ;«y 


{inSmHUwis) 

Faciiftv Description 

Current 

Proposed 

Change 

$600h^ Secured WC Facility 

$0 

$600 

$600 


CfwJfl M«mo - • lOm' 3oc 
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Rnaockt Covwsnts (Usi): 


1. Prc^ubi1k>n of acklitkxial debt 

2. limitation on Kens and asset sates 

3. K^imumTar)0UeNetyitert}of$75OMM 

4. Prohibition on int^con^any advances when 

• Oef»A has occurred the Borrower or 
Guarantor 

• The sum of Borrower's cash ^av^ai^imder the 
FacAty te less than or 

• When Guarar^ or the Bc^rowers are no longer 
investment ^ade. 


lawFknt' BraeewoS&Ptttmon 

mHeyes and Robin MBes 
Pk 7f3-22f-f3« 
Far.713-221-mo 


CPC D(K:ufim)tation Exceptons: t4/a 


C. Synoicatkw Strategy 


1. Transaction Summary 

Borrowers: Nr^them Natural Gas Pipeline Company fNNG*) 

Transwestem Pipeline Company {‘TMtT) 

Ratings: 

B6B/Baa2 (Senior unsecured) 

BBB/Baa2 (Senior unsecured) 

iMnour^ 

S450MM 

$550MM 

Upsize Option*: 

5550MM 

$6S0MM 

CM Commitment 

S270MM 

$330MM 

Refinance 

Prepaid: 

S1t2.SMM 

S137.5MM 

Guarwnon 

Enron Corp. 

&)ron Corp. 

Term: 

364days 

364days 

Collater^: 

• Pledge of stock of NNG 

. • • Pledge of stock of TW 

Undravm Pridng: 

• Lien on aB assets (subject to agreed 
exceptions) 

• Pledge of unsecured intercompany rx^ from 
Enron 

50 bps 

• lien on ^ assets (subject to agreed 
exceptions) 

• Redge of unsecured interccxnpaiy note 

Enron 

50 bps 

Drawn Pncing: 

U^R*250 bps or Base Rate+150 bps 

LIBOR+250 bps or Base Rate+150 bps 

C.\rEMi»\Br«ei« Osdtt «*«« • ! ‘OWi sjoc 3 
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K<y Bo irw tf 
CovaruHtts: 


Mandatory 

prapaymant 


lifinimumTangibteNetWoilhofrsOM^ • 

{ac6iM3tS«V01:$1.0S7MM} 
PrMb^daddi&iRMdet^fsi^iiecttoagraed • 
etteiaBo ns ) 

Um^idon on lens and asset sales • 

Pr^S)Hion on intercon^any advances vdten p) • 

a <te{auft ^ occunad at either the Borrower or 
Guarantor, {«} the sun erf Borrower's cash and 
avaiabity under fte Facity is less than 
$30lyM, or pQ when Guarantor or the Borrower 
is no investment grade. 

Required by an amount equal to net cash • 

proceeds Itom ass^ safes, eqiity issuances or 
cap^ marirets bansactions (strf^ to agreed 
8xcepdons)atNNG 


MMmtan Tangible Net Word) of $75%fM 
(actual at g^(V01:$t.034MM} 

ProNbition of addifional detrf (»rf]|^ 
exc^ttkns) 

Limdation on lens and ass^ sales 
fttrfarflio n on intercon^iany advancer when § 
a d^K^ has occtwred at the Bocrewer or 
Gtrerantor. (li) the swn erf Borrower's ca^ and 
avaiatrfity undef fire FacSty is less than 
StCMM. or (i) when Guarantor or the Borrower 
is no loi^ investment grade. 

Required an amount ^ai to net 
proceeds from »set sales, equity is^i^ces or 
cap^ marfreis ^sactions (su^errf to agreed 
excepb<ms)3tTW 


Events of OtfiRitt: • FaAire to pay princ^ or interest when due (5- 
day grace 

. • Fafltm to comply widi covenants (5^ grace 
period) 

• Cross default to Debt of Borrower greater toan 
S10MM 

• Event of De^ufrtmder Enron's Sl-'^biSon 
364<t3y revolver or Enron's $1 .25 bitorr mutli- 
yearrevoh^ 

• Bankruptcy or risolvency of Enron 

• Enron ceases to owndirectly or indirectly 100% 
ofBorrowdr' 

• F^ure to create a vaRd and perfe^ed secuity 
interest in cdlateral (subject to agreed 
exceptions) 


F^re to pay prindpal or inter^t when due (5- 
day grace perM) 

Fafriae to comp^ oaven^nts (5^ grace 
period) 

Cross de^ to OM>t of Bevrower greater Aan 
SIOMM 

Evert of Defeirft wKter &roo’s Jl.TSixBion 
364-day revolver or Boon's $1.25 biMon nuttii- 
year revolver 

Bankruptcy or insolvency of Enron 

Enron ceases to own directly or indirectly 1iK)% 

ofBofTOwer 

Failure to create a valid and perfected security 
interest tn coUaieral (su^ect to agreed 
exceptions) 


'If the BoTOwere eirerctse toe option to increase the fadlty size, neither Citibank nor Chase is oUigated to incase its 
commitment The increase would be effected by bringing in a new lender or iendere. 


The Enron Guaranty wi indude toe representations and warranties, covenants and defautts centred in Enron’s revolving creefrt 
agre^nents and wifr also rec^rfre the maintenance of corporate separateness behreen Enron and the Borrowers. 


2. Key Stnicturai Features 

A bankniptoy remote siructore wil be established for each Borrower toe Borrower's parent using a *G<rfden Share* structure. 

The key elernento of toto stoxture are as fotows: 

1) A new dass of equrfy securities wM be issued by ^ch Borrower and the Bor ro w or 's parent sto held by a third- 
party fru^ tor toe benefit of Ottoank. NA ar>d The Chase ManhaRan Bank. The affirmative vote of such 
secuntes is reqt^ to IBe a vdimtary bartkruptcy pefrtion. 

2) The frustee wi take the vofog instruc5on$ from Cittoank arrd Chase so that the banks would be able to block a 
vrtrmtary bankruptcy l%rg. 

3} Each Borrower ar>d toe Borrower’s par^t will be rer^rired to adhere to 'separateness* coverrants. 

These elements are designed to (a) present a voluntary bartkruptoy of any of toe Borrawers ar)d th^,parrt)t ^ (b) limit the 

lUt^hood of a consolidator) of toe Borrowers into the Enron bankni]^ estate should Enron f9e. 

3. Cottaterai 


C:\TgMP\finciiOatft • ncpol.aoe 
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A. CkiingCoftetrn-’ValwofPip^fMistocA 


HWG TVf 

Estimated fbmvaitM: S2.28 $1.SB 

DiscouRt rate: 6.7% 6.7% 


LoanWalue: (500450y2.200s 550/1,500* 

43.2% 36.7% 

LoafWVatuc fif upsize opdon exertised): (5(X>550y2.200* 650/1 ,500* 

47.7% 43.3% 


The es^ted frm was u^ con^y projections and a (Sscount rate of 6.7% for both NNG and TW. The 

rate was denned ^}pit^xiate dM» to the high probity of achieving projected ca^ fkm due to the natero of the 
Sorrower's revenue coniracte. The estimated equity value equated to a lOx 2000 EBfTDA n^)t^ for Transw^tem and an 9.0x 
multfote for Norths Natural, wMch are consi^erit wifo the comparabtes. 


Off loan to rabos are reasonabie even ifthe CotTtoany i^sizss the eredft teoBties to a total of $ 1 . 2 B. 


B. Liquidittiofi 

The key a^ete are ^ contracts. (S) aocotmts receivable, and rm) property, plant & equfoittent which o^ectively 
represerrt the (tf a ted^y related geographical gas pipe^e oligopoly. 

Shipper Contacts . 

important, we will ha^re toe as^rnent.of aB shipper conbacts. A breakdown of toe top 10 shippers on each system is as 
foSows: 


Revenues 10M- 

9/01 ($'s in millions) 





NNG 

TW i 

Mtonegasco 

Baal 

$84 

So Cal Gas 

A2 

$56 

USicorp 

eaa3 

55 

Texaco 

Aa2 

16 

Northern Stales Power 

A1 

45 

PG&E Energy Tracfing 

Baa2 

IS 

kM American Energy 

A3 

44 

SefTtora 

A2 

15 

Nicor Gas Contoteiy 

NR 

16 

BP Energy 

Aa1 

11 

ANR Pipeltoe 

Baal 

12 

Duke Energy 

A1 

6 

Northern Slates Power WIs. A1 

10 

El Paso Energy 

Baa2 

7 

ESUtikties 

A2 

9 

Burfington Resources 

A3 

5 

Wiscon^Gas 

Aa2 

9 

Agere Energy 

NR 

5 

Refiant Energy 

Baal 

7 

US Gas 

NR 

4 . 



$291 



$1^ 

(Represents 65% of LTM Ravenuesi 


(Represents 80% of LTM Revenues) 



Over the next year, no contract expires on tether system. Over toe next 3 years, contracts represen&ig ^)Out 12% of NNG tot^ 
revenues expire, atthough the company befeves those wit be renewed. No contracts on VN expire over the next 3 years. We 
note the revenite concentration at Southern Cafifbrnia Gas. however this contract runs through 10/05. The con^y reports that 
Soutoem C^ifomia Gas has always performed under its contracts, one of which is to take gas at the CaBfomia border arto the 
other is to put gas into the pipeline to toe gas productog fields. PG&E is now jffe-paytog for toe transpodation service. 

Accounts Receivabte 

The fotowtog values were provided by toe compteiy as of 8/30/01. 

(S’s in milHoM) NNG TW 

Gro» Accounts Receivable $29 $16 

C \?&»^finoi 0«a« wm o • » I0?0l.ooc 5 


CONFIDENTIAL 


CITI-SPSI 0033076 






1808 


yg§;-g«i^ IS g 

NetAccMmtsReoivaUe S14 $10 

These pipeines report rei^ivety smaii receivabie balances at month end due to biSing practices. As noted etsewhere m this 

menro. approamSely 90% (rf revenues are corT^wsed of demand charges which are billed on the 1* of each moftth atd due by 
^10* of tttsA same month. The rernainif^im of ^«nues-commo(^ty(^^gesf;ytt« actual movem^t of nsdiv^ gas- xe 
biKedoni^ie to** of StefoHow^ month and due by the 2S** of that month. The month^d reenables balanoe ^^resents Ste 
portion of both Sie demami attd trani^sortation charges vmich were n^ paid by the due date birt ^ ^ m the 0>30 day a^g 

category. The company reports that its bad detrt expense is negtigibie and that recervabiesne^y^yso^ within 30 days. 
Accotmtspay^^ageMthnSQdaysandf^Mesentprimarflyrronthtyop^atiorsatdmamtensKs e3g>erKStures. 

PfOtHMiv. Plant & Eauirwnent 

The ft^owingvaktes were prodded tile cort^y as of 8/30/01. (This does not inckKte afl PP&E.) 


f$’s in mihions} 

NNG 

TW 

Compressor St^ons 

$405 

$261 

f^nfines 

626 

268 

Storage 

iSS 

na 

Toa 

$1140 

$529 


Key Statistics 



NNG 

TW 

fiWesofp^ 

18,500 

2.600 

# ^ St^x^is 

85 

31 

if of Facilities 

3 

0 

#ofstaten 

15 

6 


4. Perfection / Preference Issues 

Pfk2r U) Clo»ng, we mrend ^ UCC^t's with the Secretary of the State of Delaware (vrftere the p^ieline cornp^u^ are 
maxporated) as well as the Secrebiry State of each state through which the pipelmes pass. Pursuit to tin UCC, our seatrity 
interest wiB be perfected in aH personal property of the tvm Bomwrers that can be perfected by fifing under the UCC. vrftich 
indudes shipper omtracts, receivaUes, inventory, pipe, compressors and other equipment The net book value of ppes> 
compressors and recdvables at NNG is 8626MM, and $29MM respectively at 9/30/01. These same values at TW are 

$268MM, $261MM »id $16MM respectively. We plan to deliver the UCC^l's tomorrow (11/5) or Tuesday (11/6) and obtain the 
signed/stamped UCC*t by tin end of the wed( > November 9. 

We perfed on the of the Bonowers stock by taking physic^ possession at Closing. SSB's M&A team has valued NNG at 
^^ximately S2.2 biffion and TW at $1.5 biifion. 

Wth respect lo the real property - gas storaga facSties, easements, rights^way. and any parcels of larKf - the timmg of 
perfection is nnre probternaSc. tnught is that the real prop«ly with the highest value that we can get to immedia^ 0.e. 
within to days of Closing) are tin three gas storage fields on the NNG system which have a net book $109l«fti Ei^ 
thMcs lhat the description of real property ri^ts rela&tg to at feast a portion of these faofites is avdabie now. Ide^, tinse 
liens would be taken and perfected either before Closing or within the lO^y period following Dosing. In adcStion. vre can be 
perfected as to all tin real property in some states, such as Texas, either before Closing or within the 10<tay period fbfiovring 
Closfog. 


5. Collateral Filing and Perfection Timetable 

Monday 111/51 - Tuesday f 1 1/6) 


C M*«no. 1 lore* ooe 6 
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Send tX^C-Vs covef^ aR {^sefote personal p(^}eity to Secretory of Stato of Delaware and Secretortos of States through which 
the {Npeiines pass. 

Tuesday f1 m ~ Thursday 

Hand cdiect signed/stamped co;^ of UCC-1's with desi^ated couriers. We w(HJid hare aK to place and become 
iirmediah^ pertocred when t^ cc^ater^ is granted to us- ^ Qosmg. 


Ccdlateral covered by these ^ngs: 


(S's to m^on^ 

NNG 

m 

Stock 

$2,200 

$1,500 

Acct Recavable 

29 

16 

Comiimscirs 

450 

282 

Pipe 

800 

495 

dipper {^fracts 

147 

96 

loan Amount 

$550 

$650 


VaMng the ^ipp«' (xmtracts is somewhat difficiit giren our belief toat to an Enron or Pipefine bankniptoy. toe wot^ 
conttuie to operate as toey are regut^ uSiSes and Ite only source cd gas for many rm^^^Ses. Continutog to r^ierate 
would require normal op«'^»ns expendHures as w^ as maintenance CAPEX Consequently, we toou^t a reasonable (^oxy 
for toe v^e of toe conbacls is 2001 EBITDA - maintenanca CAPEX 

6. Ways Out 

fit Refinancing 

If Ermin is at^ to stabilize ito financial position over the next 12 months and it regains access to the pubfic c^ial markets, then 
(Hjf bank facflifies should be dbie to beTefinanced. 

(ift Sale of Pipelines 

if toe overall Emon situafion deteriorates to toe p^t which requires us to fwedose on the stock of the pipelines (assuming our 
bankruptcy remote structure holds up), then we would be able to market toe pipelines as separate operattog systems. Given toe 
demcted for gas to toe Califomia market, it would seem that Transwestem wcxjld be an attractire asset for aiy nuntoer of 
potwitiarf bkJcters. AJtoough Northern s market is rwt a hot growth market Ike California, it nevertoeless serves a number of 
impcxtait meirc^ilan areas (Omaha, Chicago, Minneapolis) and has stable cash flow. With a loan-to-value ratio of only 50%, 
to^e would seem to be an^ cushion. Moreover, we would not need FERC approval to seR toe stock. 

(iiil liouidation of CoHateral 

In the event of a pipeline or Enrrw default and oor bankruptcy remote structure does not hold up such that the pipelines a'e 
consolidated into an Enron bankruptcy, our abWty to foreclose on toe stock would be flifficulL Consequently, we would foreclose 
on toe physical assets secured by our lens and mortgages. Because each of the pipebnes is a regulated utility, the FERC would 
not allow us to sefi pieces of the pipeltoes. The most likefy scenario is that we wouW have to wait for a Chapter 11 reorganization 
smd then cashflow our way 

(iv) Cash Flow 

In the event that we « forced to rely solety on the cash flows of the Borrowers to repay toe ban. our base case scenario 
projects that we would be paid off to 2014 for NNG and 2013 for TW. Otf sensitivily case projects that m would be paid off in 
2016 for NNG and 2014 for TW. 

7. Syndication Strategy 

^though our total cownilment to this Iraisaction was approved as a book and hoW, we would consider syndkaftig toe faaBty 
after Enrcxi's financial condition has slabffized. That wi Bk^ require the company to execute severe nea^ term asset sales and 
convincingly demcmsfr^e that its tratfing cto®ration remains heaW«y. The company plans to brief tenders to iteteB ^xsut its 
finandf^ plan at a baA meetir^ Frid^. November 9. We vftR be better to assess bank-markel suftoO'fl ^ Errrwi followtng 
to^ meeting. Howerer. we hare had a number of reverse toqutow concerning parfopation in toe p^ine credit facilities 
fottowmg toe announcement of these facililies. These toqutoes have cone from several of Enron’s tier 1 ba*s have been 
loyal afo supportive. 
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Any p(^6ai synSa&xt would metf conwnence early nejd year and would also Wtely indude extemSng the matwity (rf Ihe 
ensling $1.^ baton 364-day ^cSttyniAich matures In Apr! 2001 We would dso recommend Ertnxi secure 8re $1.75 b^nn 
revolver »d we are currently potmtiai cdl^ai. 

We beieve th^ some portion of our pipetoe credits could be syndica^ ^ven the quaNty of the pipeline operations aid coDater^ 
as wet! as ^tractive pric^. WhBe the pipes are rated e8B/Baa2. we have priced me ItoiRtles at a 6B level (L^-aso bps) with the 
abflity to adjust ihrou^ marlcei fimr. 


CoffiDanv/SofTower 

Enron and its »m^iari6S0per^ domestic interst^ natural gas pipetinesextenrtogf^ Texas to the Canadan border and ' 

across the soumem United States from Florida to Califomia. Included among Enron's domestic interstate natural gas pipeline 
operations ve Northern Gas Ccxnp^y aid Transwestem Pipeline. Each p^ne saves oistomers in a spedtic 

geo^aphicat area: Norfrtan. the upper Mdw^ and Transwestem. prindpaiy tiie Catifontia marka arKi pipefine intaconnects 
on tNi east end of the Transw^tan system. Northern and Transwestem are mto^ate pipelines aid are subject to tiie 
regitiatory jaisrfic^ of tiie Federal Energy Regulatory Commission (the ‘FERC*). 

FERC Regulation 

Enron's friterstete rialiKal gas pipetoe comparries are subject to the regulatory jurisitotion of the FERC unda tite Natural Gas Act 
('NGA*) with routed to aeaxmts and records, IN addition of facilities, tiie extension of services in some cases, tiie 
abandonment t^savices and faciiities,lN curtailment of gas deliveries and olha matters. TN FERC also has jurisctotiai ova 
the rates and chages tor IN Iran^xirtaton of natural gas in interstate commerce and^tN sde by a n^d gas company of 
natad gas in mterdate canmerce for resde. Northern and Transwestem hdd tN requiral cer^icates of ^Ic caivenience 
and necessity isaied by tiie FERC authorizing them to construct and operate aS of Bieir pipelines, facitities and propaties for 
which certito^ ae rec^ired in order to transport aid sell naturd for resale in interstate commerce. 

As necessary Northern and Transwestem ftie applications with tiie FERC for changes in their rates and chages designed to 
allow than to recover substantiaKy ati their costs of providing service to transportation customers, induding a reasonable rate of 
return. These rates ae normdiy diowed to become effective afra a suspension period and in certain cases are su^ect to 
refond under a^^ilicable law, unti such tene as tN FERC issues an order on the dlowade levd of rates. 


In wder for costs to N eligible for recovery in tiie tariff. tN FERC must agree (Nt IN service Is necessary. PipeSnes tyitodty 
demonstiate tN necessity of capitd expendtures by having prospective shippers sign contracts to use tN capacity. Enron Corp 
and Enron Tran^ortatkm Servi^ in 2000 billed Transvrestem aid Northern Naturd $13 minion and S45.S mSion, respectively, 
for administrative expenses that are recoverable from customers. 


Under current FERC rote desi^i policy, pipelines are permitted to recover in tN demand component of their rates dl fixed costs, 
including income taxes and return on equity. aNocated to firm customers. Since a pfoeiine recovers demand costs regardess of 
whether gas is ever fransported, tiie strdgfti fixed variabie rate design has reduce^the voiatHity of IN revenue stream to 
pipelines. 

Each of these pipefine companies charges a postage stan^’ Umff to shif^iers. This means that shfopers pay IN same rate for 
cap^aty regardless of dstance and reimbursement for actud costs, which may vary with dist^ioe. TN average tariff at 
Transwestem is S0.2S per MM8TU and at Northern Naturd $0.35 per MNGTU versus a $3 per k^BTU recent average fex 
naturd gas at tiie wettiead. 


Shippas may Ny edacity in tiie pipefine under short and long-term contracts, buying either firm or inlerrut^fole savice. Ffrm 
Transpaiation is an option acquired by shfopers for a fixed fee to ensure that they can move gas throu^ the pipdine cm pedc 
demand days. 


Pipeline Desertodon 
In-Service date: 


Transwestem 

1959 


Nofthwm Natuni 
1940s 
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SwvicttfM: 

Capacity: 

2000ttm>ughp<^ 

UUnzationnite: 

FERC- Regulated tariff: 
UkM major rata case: 
Next expected nM 

case 

% Cii^pae%^ std)ser%ed 
through 2003: 

% Ca^dty subsoibed 
d)roii^2005: 

% Tra(»misti<m Riwmues 
h«n capadiy reservation 
(dumges: 


west Tem to Caiforr^ Border. bH^ectionai 

1JTbto/d(£ast-»Wdsl}: .^Tbtu/d (West 
• Easti 
1.657 Tbia/d 
83% 


1994 

2004 

89%(West} 

99% (East) 

80% (West) 

90%(Ea5t} 

90%: 

Paid whether or not gas is shipped 


Texas and Otoahoma to MHUies<^ 
and ^nois 
4.5 TbtuAI (Nodh section); 1.6 
(South section) 
3.5TbtuW 
78% (Season^) 


1998 

6/2003 

56%(Norto) 

72% (South) 

50% (North) 
60%(Souto) 

85% 

Paid twhether or rxM gas is shipped 


Northern Natural Gas Company 

Throu^ its approxima^ 16, SOO-n^ natuai gas p^etine system streNhing from toe Permisi Basin in Texas to the Gr^ 
L^(es. Northern tiarutooils neural gas to potois in its tradKioruirnaricet area of linois. Iowa. Kamas, Michigan. Mtonesota, 
Nebraska. South and Wiscor^. Gas is transported to town border stations for consumption atto resale by non-afiiated 
gas utitiM and tntmic^aitiesartd to other pipefinecornpaniesarK} gas rnarketers. Northern also tiampexts gas at vaicxis 
pc^ oitskte Hs fraiSticxrsi mark^ sea n the production areas of Colorado. Kansas. New Mexico. Cki^txna. Texas mi North 
tor utiRties. end-users and other (xp^e and marketing compani^. Northern provides transportation and storage 
services to approximately 90 utility customers ^ end-users n toe upper kidwestem United States. Most of Northern's 
rov«iues are comprised of montMy demand ch^tt that »e based cn contracted capacity rather toan throughput . 

Northern Natu^ had a capacity utizatioti rtf about 76% based upon total capaoty av^lable of 4.5 Tbtu/d (North section) and 1.6 
Tbtuto (South section) <kinng 2000. 85% of Northern's gas tiansmission rovenu» arise ftom demartd charges, which are 
essenti^y tor reservir^g toe capacity in the ppetine; this revenue is received whether toe capacity is used or rtot. if the c^>adty 
is riot used, North&n can seB avaRs4^ capacity in addition to receivtog toe demand charge for that c^iactty. Approxima^y 56% 
of toe North section ar^ 72% of toe Souto section are ax)traded out to 2003. In addition, 50% of toe North sections demand 
contracts and &}% of toe South sections demand chages are fixed torou^ 2005. The n«d rate case for Northern Natural is in 
2003. 


Nexthem’s cu^txners have traiStion^ tended to si^ corttracts toat expired when toe next rate case is expected. Customers 
are mainty toca distributiwi companies and wish to pay as dose to the current FERC-approved taiff as possible. 


In Northern's market aea. natural gas is an energy source avaiaM for traditionai resktentia. commercial and industoal uses. 
Nexthem's throughput totaled appronmalely 1,291 tiitton Brit^ thermal units fTBtu*) in 2000. Nortoem dso operates toree 
naturd gas storage facilities and two tiquefied natural ga& storage peaking units. These storage todfities provide Northern the 
eperationai capac^ to balance its systein on a dady bass and assist in meeting customers' heating and power generation 
requxements. 

Nortoem oxTtpetos with other interstate pfoefines in the fr ansp ortation and storage of natural gas. indudr)g Nature Gas Pipetine 
(Kiftoer Morgvt) and Noitovn Border IP. Northern's newest competitor is the Affiance Pipeline, which has a totd capaoty of 
1.325Tbtu/d. Affiance carries *wet gas* to the Aux Sable gas processing plant west of Chicago. Here, liquids are stripped from 
toe gas and toe dry gas totroduoed into the gas (tistribution system. Affiance began commerdaf service on Dec&nber 1 . 2(X)0 
and its dry gas competes with Northern ort the eastern fitoge of the Nortoem system. 

The ecorxjmic impact of these cw!to®til£W o" Northern is &™ted since in its service vea it charge a ’postage stanp’ 
which does not vary distance. Oupficating its fodlities. except tor the largest maikets, would be expend. Norto»n has 
been un^le to sattefy demand to fts service area from gas put to toe pip^toe to its field area and taking gas off other pipeiit^es « 
in the rxdinary cotxse teistoess. 
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liUibintf Gas £B^ 

19$8 1999 2000 


Thoughput 


<098 


3.820 


3.529 

Trar^miisacm Reveiuie 

S 

479 

S 

449 

S 

445 

Gas and iiqutes sales 


7 


39 


56 

Other 


3 


3 


4 


__ 

489 

T 

491 


505 

Costs 

$ 

207 

s 

240 

s 

240 

EBITOA 

s' 

282 

s 

2S1 

$ 

265 


Tratsmissxm revenues are j^roi^eteiy 85% c^^acity reservabon fees and 15% convnodity dtai^. which are marred as the 
gas is mo^. The deaease in recent years of transrnissioR revenues is due to the wamer than average winters experienced in 
Northern's sernce legion. Gas and Bquids sates n 1999 - 2000 refiect the sale of woriting gas ftom the storage cavern:^ this is 
teemaxteumpossB^fortechTHcaireasorn. To maiAtate pressure in these storage facffi6es. Norteem sifted System Bdstdng 
^^e«nentsvi^ other p^i^tes. Operattegexpertses rise primary due to a rise in the cost ofgas and Squids ($10 

r^nn) arKi because ^wut $14 rniffiori woth gas is owed amual^ to Seritefa TransCartada under these Systm 
BalarKtog Agreements ("SBA's^ that continue throu^ 2003 (with decKntr>9 annual payments). These SBA's are essentudly 
voHime eitohanges owsr time arte do not invr^ cash outlays untess Northern elects to replace the workv^ gas; it disc could 
rerrew the SBA's. 


Northern f^rai Gas'Company Rnancial Proiecdons ($MM): 


2001E 2002E 2003E 


Transmission Revenue 
Gas arte tiquids sales 
Other 

$ 

454 

33 

8 

% 

443 

33 

13 

$ 

452 

33 

13 


_ 

495 

— 

489 

~ 

498 

Costs 

$ 

258 

$ 

258 

$ 

255 

EBITDA 

S 

237 

$ 

231 

S 

243 


Gas transmission revenues reman relatively constant as do costs. These transmlssloo revenues are highly likely to be achieved 
^ven that 85% of the revenues arise from demand charges arrd contracts do not expire untS 2003. Total ffilTDA decreases in 
^1E because tee oxnpany is not able to benefit from gas arte Squids sales as it did in the prior two years. 

Noithwn loan Arwlvsis (SSSOMM Loanl 

Valt£rtion 

The M&A team values Northern at around $2.2 txlfion. This equates to an 9. Ox 2000 EBITDA mulbple. As a result the total deM 
(oir loan arte frw existing $500 m^debtHo-value ratio is 43% using tee low end of tee valuafion range. Al Hs last rate c^e 
il9M). Northern had simSar leverage. This deyee of leverage, consequently, should not create my FERC issues accorcfing to 
tee contemy. 

Northern has three defat issues totafing $500 minion teat have bullet maturities in 2005, 2008 and 201 1. The payoff analysis ftx 
tee new loan assumes these obfigations are met The Payoff Date assumes teat none of these bonds are refeimced. 
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EBfTOA 

ESiTOAArMBres) 

OeW/EOTOA 


2Q« ton 3004 

231 243 -255 

Six 3.3x 30% 

4.6x 4.2x 3.5x 


2ae5 

264 

3.Sx 

3.3x 


Av«c*9* 

2006 . 11 lam P»voff Dm» 
304 2011 


11)6 manag^nent protedions ^ reaso^abte and higMy Skely to be achieved. The growth in gas transmis^ revenue and 
tous EBITDA, reflects SKi^sumpbon of appronmately 2% per year gowthm toe markda^ This is reascm^. 


CiS^k Loan Bast Case 

) a»2 2003 »e4 20ea 200S-11 LoanPavoffOaf 

ESrrOA 221 232 2M 254 275 2^4 

E»TDAn»t 30x 3.2Jt 3.5* 3.7* 

D^EBITOA 4.7* 4.4* 3.9* 3.5* 

The rnato dffwences betweeri toe rnanagdnent projecSons arid toe Dlibank Lxian Base Case is toe euludon of $10 ntilion of 
dher revenues {tNs is descrtoed as unidentified *str^* revenue in toe operating plan) and a growth rate in gas trandnsskxi 
levemies 1% per yesr. 


Crtibmk loan Seru^ity Case 

2002 2922 200i 29 M 20 C 6 -II Loan Paveff Dat« 

ESTDA 221 232 224 254 252 201S 

EKTOAflntwest 3.0* 3,2x 3.-te 3.7* 

DeM/EBfn» 4.7* 4.4* 4.(bi 3.5* 

The m»n differences between toe Cittoank sensitivity case and toe Management projections are toe exclusion of $10 rnllk^ of 
otoer revenues (tois is described as unidentified *stretch' revenue to toe operating plan) and a holding EBITDA flat at 
approximately $253.5 milBon. Since so much of toe revenues are conkactual std toe costs recoverable from rate payers if 
ressonal:^, tois is very conserv^ve. 

Transwestem Pioelihe Company 

Transwestem is an interstate pipefine engaged to the transportation of natural gte. Through ib ^proximateiy 2.500Hmile 
pjpdine system. Transwestem transporb natural gas from West Texas. Otdahoma, eastern New Mexico ^ the San Juan Basun 
to northwestern New Mexico and southern Cdorado primaniy to the Caiifomia market and to markeb off toe east end of ib 
system. Traiswestem has access to three si^iificant gas basins for ib gas supf^. toe San Juan Basin, the Permian Basin to 
West Texas and eas^ Mew Mexico and toe Anadarko Basin to toe Texas and Oklahoma Panhamjes. Additionaliy. gas from 
toe Rocky Mountain Basin can access Transwestem throu^ pipeitoe interconnections. Transwestem’s peak delivery capacity 
was approiomatety 1.7 biffion cubic feet ('BcT) per day in 2000. Transwestem and ib customers a^eed to contract rates 
through 2006 aid agreed toat Transwestem would otA be required to Me a new rtee case for raes to be effective prior to 
November 1. 200&. Transwestem's current flnn capacity for both west and east flow b sttoscrtoed under a combination 
short-tenn and tong-term contracts. Relatively smal incremenb of operational capacity \ 4come avails from time to ttoie and 
generaRy sold on a dafly or shorMerm basis. 

Tr»iswestem‘s mainNne inckides a lateral [^pefine to the San .toan Basin which allows Tra n swe s te m to access San Ju»i Basin 
gasst^ipies. \Aa Transwestem's San A»an lateral ppeine, toe San Juan Basin gas may be delivered to C^fomia markeb as 
weR as madu^^ the ^ end of Transwestem's system. This bi-^rectional flow capability enhances pipefine utRization. 
Transwestem added bi-rfirectional flow c^iabifity to 1995 to increase system fle»bifity and utilization. Transwestem has firm, 
transpc^tation service on toe east end of ib system and transpvb Permian. Anadarko and San Juan Batan suppfi^ tntoTei^. 
Okiahoma and toe k^dwestem United States. More recentty, Trsiswestem has modifled Hs operatioi^ to enhance ib ^lity to 
»jp(^ toe California m^el in May 2000. Transwestem completed an e:q)ansion. which increased d^very cap^lity to 
Caiifomia by 140 million cubic feet fMMcf) per day. Transwestem b piling addibonb expansions tolb of 
approsmat^ 50 MMcf per day and 150 MMcf per day vnto expected compteflons to 2001 ^ 2002. re^iectorely. Tr^swesl^ 
axnpetes with several interstate pip^nes to toe C^rfomia rnark^ and to ib markeb off toe est erto of ib s)btem. 
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Transwestem’s compefitor w defivering to »»e Cattomia area is me B Paso Natural Ga$ Plp^ 

Transwwtem. B Paso is foBysubsoAied and is aHoc^ space arTK)n 9 shippers. As such, the B Paso system does not pose 
a timtS b Tramswe^em’s growti potentiai. 

Transwestam Historian £BfTDA 


1998 1t99 2000 


Throughput (Bbhj/d) 


1,608 


1.462 


1.657 

Transnuss^ Revenues 

S 

145 

» 

142 

S 

150 

Gas and Kquids sales 


9 


10 


26 

Other 


13 


4 


. 


S 

167 

S 

156 

s 

176 

Coste (exdu^ig OOA) 

$ 

45 

$ 

49 

$ 

51 

EBITDA 

$ 

122 

$ 

107 

$ 

125 


Transmission revenues are appfoxbwtely m capacity reservatton tees and 10% roowr»<Sly Charges, which are hcurred » be 
^smoved. Gas and iquidtes^ arise from vobrnes bat Transwestern sefls from vDii«nes9>mn to it by producers in e%»ss 
oJ}^pe«neftjeire<p^m«its. TOsnumOww* wary with both throughput and the price of naftiral gas. TheSISirtronofother 
rev^ue it 19^ was tl^ s^ of ‘fine pack,* vritich is now provided by shippers. 

Transwestam Compare Fitwiei^ Projccbons ($MM): 


2001 E 2002E 2003E 


Transmission Revenue 

Gas and Liquids sold 

Ober ' ‘ 

$ 

~ 

165 

37 

$ 

171 

30 

$ 

188 

31 



202 

T" 

201 

_ 

219 

Costs (excluding OOA) 

$ 

54 

$ 

64 

$ 

64 

EBITDA 

$ 

146 

s 

137 

S 

'155 


fransmission revenues rise under the impact of new expands and increased tfwoughpuL These revenues are highly 6ke(y 
bbeactueved. b200ZS157miBi(xioftheil71 minion of revenues arises from capacity payments. Nonetheless, (he loan has 
been tested, and pays out fully in 201 4, if be gas transmission revenue level is maintaned at the 2002 level. Revenue for gas 
and liquids sokt has been hed^ at fixed prices for 2002 and 2003. Usmg Gtibvik SO/MMBTU naturjd gas price assumptions, 
this revenue would fan to $22 million. The Citfoank Loan Sensitivity Case (see below) incorporates this assumption, as wefl as 
an unspedfied 10% reduction fo Eb^ 

Tgnswestwn Loan .Analysis tSmm Loan) 

VahiaUwi 

TheMaAteamvaluesTranswesbmat$1.5<$1.7t^ioa This elates to a 10x 2000 EBITDA muttipie. As a resulL be lotn to 
value is 43%, using be low end of be vakiaton range. At its last rato case (1994), Transwe^em had simSar leverage arto bis 
leverage, consequenOy, ^tould rtot aeato any FERC issues accortfing to be company. 

The Pa^wff Date assumes bat no bonds can be placed for Transwestem, be proceeds of which coirfd r^ay be toan. This s 
conservafrve. esped^ sbce Transwestem has issued ton^Term debt n be past 

Management Case 


E8ITOA 

EBiTDA/btierest 

OeWEBtTDA 


2002 20W 20e« 7009 geOS-tt l.flwP>yoffD»f 

194 tss tee 177 192 2010 

3ft( 3 4x 4te 49 k 

4.7k 4ac 3.5 k 29k 
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l^agonem Case assumes a 2.7% growth rate in gas revenues a>d $304;^ ireQkx) year of rev^^ 

gassates. 


Citibank Loan Base Cast 

2002 

2003 

2004 

2eos 

200S-11 

Lean Pav«n Oats 

EBITOA 

137 

143 

137 

130 

146 

2013 

EBITOMInt 

3.0* 

3.1* 

3.3* 

3.6* 



D«MrEBfTDA 

4,7* 

4.5* 

4.4* 

4.0* 




The (Hfiecences b^iveen the Management prqecSons and the loan Base Case is the teducSon in revenues ^ gas by 
ibilowing lencinggiiideiines far neural gas prkres and rerhKsng the growm rate irt iransrnission revemies «> 1% per year. 

CttibafM( Loan Safti^tMty Case 


EBITOA 

EBaOAA«ten»t 

OiAVEBITOA 


aooa 2003 mm »•» 2 qo <.11 Lom^offOoW 

137 140 . 134 134 134 2014 

3.0* 3.1* 3.a 3.S* 3.8* 

47* 4M 4,5* 4.1* 38* 
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<Xtm BaUmc* ShNt irrfomMrtion: 


29.093 

iT.m 


t8;19t 

12.97S 

14.077 


ntgiltir/ wliU 

OVtW 

lUlt 

49S7 

9.179 

9519 

10.133 

8.TK 

8.969 

4C89 

9553 

4 349 

6.917 

4.66S 


73.509 

139139 

51.992 

54.307 

30.183 

21.317 

1 

( 

2.790.571 

2743.9a9 

2794.453 

1.013.994 

997.107 

999.179 

LtuPniinieton 

1.459317 

1442.935 

1434.991 

118.481 

104 3M 

99.024 


I.312.2S4 

1.301.031 

Utt.T72 

905703 

592743 

570.155 

CMtarASMto 

frm prtea iWt manaewiMAi 

3.991 

29.904 


19.030 



R«gulMoryaMW 

199.349 

207JOO 

194.091 

74.970 

79.0S3 

54.644 

OttMT 

14153 

10.942 

7S77 

4.371 

2.109 

1.372 

TflMOew 

207,390 

247549 

171.939 

97,571 


56.019 

ToMmmw* 

1.913.139 

1.89<.S19 

1.543.372 

1.0S6.881 

994.0U 

977.458 

*EKiu(ft«9 ih* loiMre paMW 

AceaunM rmtnM - mobMIM ctmpwwM 

291 

192 

3.124 

789 

293 

918 

Noth rMatMH* fram pawii cenr^tny 

39a733 

299511 

182899 

274.934 

378.021 

295.993 

TettI Amo ineiudM nHM9 pwtf «u«tt 

2004.153 

1.991.319 

1.729.361 

1732804 

1.372.399 

1.274.399 

CiKrantiiaMHM 

AJP 

TraMandoihir 

15.349 

29595 

17.425 

9.423 

2.191 

4.357 

AHodMd catnfMniM 

4.219 

2437 

4.320 

1.356 

1.723 

3.874 

Tnrwpamaon«««xenar>at9>$p4yH4».- 

22.920 

99.749 

10.931 

14.123 

7.331 

3.602 

Oafanwl inoemilaiM 

2.479 

2374 

3.2S9 

2.203 

2.129 

2492 

AceniodtaMt 

25.993 

24.765 

23.525 

7.990 

6,129 

5 609 

AocniM innraA 

9.197 

5.534 

S.534 

S92 

3.012 

4 105 

Raguiaory kMiHM 

Tnnsaon CM flMfMona 

CuwW pcrten of Inwg atm dcW 

2.598 

10.117 

12257 

10.117 

11737 

10,117 

3.650 

3.5S0 

126750 

ftcMrwc lor i«9uMtory CM aSMT eonWQcnoM 

1.969 

200 

S.4C0 

12.619 

263 

263 

Omr 

#274 

7,524 

759 

24 

It 

414 


103.121 

194.351 

93.207 

49,077 

26.509 

151.793 

Lon94«rm Dot*. M or euTTM mawnas 

499.723 

499.659 

499.559 

11.600 

161.600 

15.450 

Oalanal CradRa M Onar Uaaaiaa 

Oafonad nootTM tnac 

312997 

292934 

240.925 

235.194 

235.702 

334.025 

UaodMa «t«m priea mk iMMMiwa aeiMaa 


t27» 





TraiaMn CM oOksaRaw 

1.799 

1.799 

11.913 




RaguMorykaMdac 

32 

37 

45 




Otw 



1 

2 449 

2561 



314.525 

297.529 

252994 

237.643 

241.393 

234.025 

StoodHUara E«ay 

1.099.794 

1.015799 

993.692 

1.034794 

942.927 

873.191 

Tout UbMBw arid SMddHMara e«ay 

2.004.153 

1.991.319 

1.729.391 

1,332.904 

1.372.399 

1 274.399 


BAUU4CE SHEET DISCUSSION: 

pTk»f^lllm9g»amttAetMfim: Assets and labities from price lisK management activities have appeared on the balance 

sheet for Northern Neural and for Transwestem. 

• Norlhem NcA^al: ^ic8rtd( management assets and tiaMiSes have arisen due to fra(£ng and non-trading activities. 
Norths utiSzes inlefest rate sv^ps and natural gas commodity price swaps to hedge the impact of fluctuations in int^est 
rates on fotiu^ deM issuance and the impact of market fluctuafrons of commodity prices on transport contracts. 

• Transwe^em: Tr^swi^tem ut^es financial instruments and natural gas commodity price sw^ for non-trading purposes 
to hedge the frnpact of market fluctuations of commodity prices on confractual commitments. Since Transwestem's fuel 
needs are tess than st^foers provide for. they have natural ^ to sefl. Hedge accounting is utiBzed in non-trading admttes 
v^e there is a high degree of ^relation between price movements in toe derivative and the item designated as bemg 
hedged. 
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R9guMoryAs9ta»RdUabm»K Regula&on by the FERC.SFAS^fo. 71 ‘Acexxtnting lor 8>eEileds^ Certain Types of 
Regut^' recognizes the eccnofflic effects of Accordngfy, Trensvvestemard Northern have teconf^ 

refflriatery assets and liabffities retated to such opefations. Transvves^ev^u^ttieaptiicab^ofregtrfatoryaccouRtmgand 
the recoverabmy of assets and i^^Hiesthfou^ rates or other contractual mecharmrns on an 0 ) 90 ^ bam. Ftegutatory 

assets ferment reowsabte co^ th^ are reqi^ for gas transportation; f^wfine cos^ cc^ are an examffe. 

Regulatory assets are usualy recc^rered over a d^ned &ne period, whereas itenn in the rate tese recdve a rebim mdefNteiy. 


4eeoun<s 

• AssocttrtedtkxnpanieK These accounbireceiyat^ would be nonnaltrd(tereceiyat^«^th(»eayr^}anieswtHch^ 
under the 0von urrtsela 

• Trade: Transwestem, through Brnn, has entered into agreements wNch provide for the sale of trade aco^ts rer^ivat^ 
wifo ^ted recourse previsions. At December 31. 2000 and 1999, Transwestem had sold rec»vd>les of $13MM and 
$10.9MM. respectiveiy. Norfoem, id foe same dates, had soM recerv^ies of $14.6 and $44.4 nuHm. r^jecti^y. 
No ra^^abies haw been soid fois yeat. 


Note reoi/vabfofiom parent (^mpariy: Transwe^em and Northern Natural are ndudedfo Enron's cash managvnent 
prepare and based on foe cixnpar^' cash avadabity or reqwrements, advances are made either to or from Ei^. Thenet 
result <tfae of cshttows is reflected as *Note receive from parent corr^)any* on foe bafonra^te^ The cnr^ies receive 
(or pay) intefest on ds note receive with EnrMt, which for 2000 was 6% on the note balance A December 31. 1997atd9.S% 
on foe note balance accumid^ after 1997. This interest was not fociuded in foe loan or v^atton an^ysis. 


TnnsportaUon and astclwt^ gaa ncalvabla^fayMa: Shippers schedule foeir volumes into tforlhem's pipeline s^tem with 
subsequent deiivehes to v»ious maiXets. To foe extent that actual recefots on Nwfoem’s system and actu^ deliveries off the 
system vary frorh scheduled volumes, imbaisice receivables from and payables to foe shippers are created. Such imbalances 
^ v^ued at mark^ index rates and recorded as 'Tran^)ortation and exdiange gas recetv^iie^yabie* on the B^ce ^leet 
with an offoetting snfry to operating and mantenance eiqiense on the Statements of income. 


Working Capitat: Working capital changes for the companies were as foUovirs; 

Nertfiem Natural 


Transwestem 

StteO's 

9I30A1 2000 1999 

W30A1 

2000 1999 

Wotkins CapitN 

(29.335) (28.030) (38.121) 

9.869 

7.717 (2.678) 

Cnaige from prior year 

(1.3(te) 10.091 

2.152 

10.395 


Working capita e eclated as oxrent assets less current Babittes. In fois c^lafion, foe Note Receivable frtxn Parent 
Corr^any and foe current portion of longHerm debt payable are excluded. Vlforicing c^lal remains stable and a smai) poriion of 
total balance sheet size of about $2 bHiion for Northern Natural and $1.3 biHion for Transwestem. 


CooparUabHity: 

Embedded within foe 'Other Current UabiliBes* line item for Norfoem s a $4.5 miion inventory sale reserve. This reserve is for 
an inventory that could be reversed if Enron does not pwchase a certain amount of equfoment from Cooper. 


Cash O/seussfon: 

By definition, foe cash flows statement recondtes foe income statement and foe balance sheet The most significant items in the 
cash flow statement afo the note receivable from parent company, capex, issuance and repayment of debt 


Note recetvfiKMe from pvent company 
AOOitions to PPSfi 
Issuance of long-ienn UeW 
Repayment of iong-tenn debt 


Norttiem Natural 
waotoi 2000 im 

(94.122) (113.740) (91.689) 

(30.117) (63.063) (110.026) 

250.000 
- (250.000) 


Tranaweetam 

W30to1 2000 1999 

103.067 (82.028) (47.960) 

(36.52tQ (26.445) (33.252) 

- • 150 

• (126.850) (3.850) 


Pfpalina Safaty Legtsfol^: 
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Tho Office cl PipMSafe^waHteiy issue a f^)eiineto)(eg%%!ing^n3&^ gas pipelines by the end Of 2001. 64%of 
Enron’s 25,000 flies of p 9 ^wi require inspection loenswecovvageol high consequence area. ^February 2001, the 
US Senate passed arid 8re House appears to si^ipoft a bi (Greeting DOT to reqiie inspecSons pipefines every five yeais for 
consequence areas. 

EfHon (Ians to irrtetiKiyire^ 15,000 flies of pip^ie within the next ten yevs. The project cost and tenefrane for 
Tratswe^rnarNl Northern Gas f^ieftie are as foUowsCtfiMiKioiis. in 2001 dofiasj. These costed expected lobe 

recovered from rae payers ova time. 





On S^lember 14, 2001, issued ast^nent of poficy which describes the need ter electric. arKt ci canpantes to 

new procerteres. update ediingprDcateres, and iristii facilies to further sate 9 uarTj Ih^ electric power trarsnlsion ^ 
and ^teKtoapteeiine systems. Ihe Cornrnssion has assured coinpanies which tel wyler Ss regiiion that toey vnH approve 
^)pkatioris to recover prudently inoOTed costs necessary to father safeguard the rekteN^ and security of toe ene^ supfly 
infrasteK^ae in re^jonse to toe hei^itened^ate of iert due to the September 11 events. 

Revemfee hifMinadon: 

Northern Nahjnd: 

The foSewing taWe iustrates the tap ten revenue producers far Northern Natorai, accounting ter approxirnately 55% of revenues. 


Northern Natural Gae Company 
Top Revenue Producing Long-Term Tranaportatton Conhaeta 
. Re^nue Baaed on LTM ^ 9/30/01 


Reliant Errergy Minnegasco 

0021349 

66.654.10S 

1001/07 

U^Bcorp United, inc. 

0023814 

42.398.585 

1001/03 

NorOrem States Power Company 

0023268 

34.267.097 

1001/07 

Midamerican Energy Company 

0021305 

20.689,205 

1001/05 

Metropolitan UtiRlies Oi^het 

0021385 

17.666.534 

100106 

ReKant Ertergy Minrregaseo 

0100796 

16.002.184 

1001/07 

Wisconsin Gas Comparty 

0021862 

8.896.840 

1001/05 

ANR Ptpettne Comparty 

0022054 

8.598,646 

1001/03 

Northern States Power Co of Wisco 

X23269 

8.074;288 

1001/07 

Midamtmcan Energy Company 

0023644 

8.010.582 

11/30/13 

NICOR Gas Company 

0021527 

7.488.992 

1001/04 

lES Utilities, tec 

0022252 

7.460,582 

246.307.640 

1001/03 



Altaough the UtScorp»)dANR contracts ejqpire in 2003, the company expects taem to be renewed. UtiliCorp takes gas off 
Northern Nawi at over 100 points and lhat infrasfruclure cannot be readily duplicated. ANR uses gas off Northern Natural ter 
d^veries to VViscansin since the ANR system is con^rained. 

The foBowing table illustrates the top revenue producing contracts, which account for about 55% of revenues. 
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Tninswtstirn nptAti* Company 
Top Revomia Producing Long-Tocm TransportrtkMi Ccmtracts 
Ravanuo Bisad on LTM @ 9/30^1 


tCofUract# iTotalRmruuo iBcph-atlon Dato 1 


Southern C^ifomia Gas Company 

08255 

48.395.271 

1(^31/05 

Pacific Gas arxt Electric Company 

21165 

18.565.725 

3/31/07 

Southern Caiitomia Gas Compaiy 

20715 

7.745.209 

10/31/05 

Pac^ Gas arxt Becbic Company 

21175 

5.774.214 

3/31/07 

BP Biergy Con^ny 

25071 

S.748.750 

11/30/08 

BurSngton Ftesources Trading, bic. 

25025 

4.209.600 

11/30/06 

Agmre Energy Co. 

26490 

3.577,000 

10/31/03 

Duke Ener^ Tradmg and Makettog 

26372 

3.075.165 

3/31/07 

B Paso Enagy Marketir^ Compare 

26678 

3.050.650 

3/31/07 

£i Paso Energy Maketing Company 

26884 

2.956.500 

103.098,084 

10/31/05 


The Ag»« Energy contract (2% of gas transmission revenues) . which is the onty one to expire prior to October 31, 2005 vrith 
a gas {^octocer. R^wwai is ertoectod. 


ENPONW30/01 UPOATEOPBrnONCOt^ 

Enron has rec^ttty expanded the reporting its finandat results by boto providmg addition^ segmer^ts ani expandng finarKisd 
and (^jerabng mfo<Tn^k» to the attadied t^toies. Errron's tusiness segments are as toflows: 

• WtK>iesale S^vices 

• An^tocas 

« Europe »td Otoer Crmmodity Markets 

• RetsaS^vices . - . 

• Transpcxta^ ^ C^trtoutkm 

• Nators^ Gas Rpeitnes 

• Porttcmd General 

• Globd Assets 

• Broadband Services 

• Cr^porate ^ Other 


Wholesale Services 

Tot^ tocome before toteresL mtoority interests and taxes (IBIT) increased 28 percent to $754 mHKon to the third quarter of 20Q1 . 
compared to $589 miBiwi in the third quarter of last year. Total whoiesate physical volumes increased 65 percent to 88.2 trillion 
British thermal units equivalent per day (Tbtue/d) to the recent quarter. 

• Amencas • TNs segment contosts of Enron’s gas arrd power maritet-maiung operabons and merchant energy activilies to 
North «id South America. lOT from this segment grew 31 percent to $701 miion to the recent quarter from $536 million a 
year ago. driven by strong resets from the North America natural gas and power businesses. Neural gas vohirnes 
increased 6 percent to 26.7 TbtuAt and power volumes tocreased 77 percent to 290 m^megawalt-hoursCMWh). . 

• Europe and Other Commodity M«f(sts- This segment indudes Enron’s European gas and power operations and Enron's 

otoer corrvnoc^ bustoesses, such as metals, coal, crude and liquids, weather, forest products and steel. For the third 
quarter of 2001, ^ for the segment r^nained enchased at $^ mAon as compared to last year. Although physicd 
volumes tocreased for each commocfty to the segmerrt. the tow levd of volatility to ihe gas and power markets caused 
piobt^xRty to remain itA 

Retail Services 

Enron's Retail S&vices proAiCt offerings todude pricing and ddrvery of nature gas and power, as well as demand side 
management services to minimize aiergy costs fa bustoess consumers in North America and Europe. In the thtol quater of 
2001 . RetaH Services generated IBIT of $71 mWion. compaed to $27 mUiton a yea ago. Retaft Sertoces'carbnu^ to 
succ^fuly pen^te markets mih standard, scdaWe products to re^foce consumers’ total energy costs. Enron recaiSy added 
new txisiness wift lage ccmsumers. incfoding Wal-Mart Northrop Grumman. Ihe City of Chicago. Equity Office Properties and 
Wendy's to toe U S. and Sain^ry and Guinness Brewery in the U.K. To date to 2001 . Enron has canpleled over 50 
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transacfioRS wrth large cofinmera. Eiwon <s also suocessMy extending its retai energy pro(Ax:ts to smaH 
corr^icNing over 9S.iX}0 Irartsa^orts in 6)6 first nine mor^ of Sms year. 

TraropoftaUon and IXstritM^on 

The Transportaixm and I^tributkm ifKdudes NabH^ Gas Pipelmes. For6ar)d ar)d Giobai Assets. 

• Ni6ufal<^^)6Bim-Wisse^n«tt provided $35 rn^ of IBrr in the curret^ twister. the ssm quarts 

last year. Pipeira ejqiarisniis are uiKlerway n growfi) areas arid trtckide a 4^ cubic ^ per day (MMd^ 
expartsion by Florida Gas Transmis^ and a 150 MMc&d expansion by Transwestem. 

• Portl and General • Porfiand General Becbic, an ^ectric uiiKty in 6)e nor6)westem U.S.. reported an iBiT loss of $(17) 

rraion con^}ared to IBIT of $74 naion in 6)e same (^larter a year ago. Podand General entered mto power contracts in 
prior periods to en»^ adequate supply for the recent quarter at prices were sigf^lcaifiy Nghe^ 6)an ac^ s^ied 

priras ditfs^ 6)e tunl quarter of 2001. ARhou^ foe rate mechanism in place antidpafod sn6 »ib^tialty rmtigafod foe 
effodt of 8)e N^ier purct^sed power costs, oNy foe amount k) excess of a defined basefine was recoverable from 
rat^syers. focreased power ooS( recovery was incorporafod into Poriland GeneraTs new fifteen-rmnfo rate structure, which 
bec^ (^fodrve Oclo^ 1, ^1 and for^ded an average 40 percent rate increase. 

Dtmng 04, Ervon avKxmced a deffoifive acReemmt to sel Portland General to Northwest Natiaal Gas for ^prcndmatdy $1.9 
bSfon and the assumpfion c4 approxsnately $1.i billion in Portland General d^ The proposed transadion, vfotch is su^ect to 
customary regiRatory approvals, is expected to close by late 2002. 

Giobad Assets ~ The Gkfotfi /^ets segment includes assets not part (rf Enron's wholes^ or ret^ ^tergy cto^rations. 
ass^ focAide^ in this segment are Qektro. an electric ufility in Brazi: D^hot, a power plant in India; TGS. a natoral gas pip^ne 
foArgentfoacAatbq and foe EiwonWndoperafions. For foe fotfd quarter of 2001, IBIT for foe segment r&nainedunchang^ at 
$19 nflion as compared to last year. 

EhoartttMd Services: Enron makes markets for bandwidfo. IP and storage products and bundles such prorhicts for 
cwnf^^ensive network mwagement services. IBIT losses were $(80) mWlon in foe current quarter compared to a $(2}) iniion 
toss to foe fokd quarter of last year. This quarter's results todude significantly lower investment-related tocome and tower - 
Qp^tir^ C{»ts. 

Corporate md Other Corporate and 06)er reported an IBIT loss of $(S9) mUlkm for 6)e quarter compared to $(106) mik^ loss 
a ye»^ ago. Cc^porate and Other represents foe unallocated portion of e]q)enses related to general corporate functions. 


NON-RECURRING ITEMS 

Enren's results in foe fokd quster c4 2001 indude after-tax non-recumng chvges of $1.01 billion, or $(1.11) per diluted sh^. 
consistfogof: 

• $287 miion related to ass^ impaRments recorded by Azurix Corp. These knpaaments primarky reflect Azurix's 
planned dt^)ositton of its North American and certain South American service-related businesses; 

• $1 80 rniflion associated with foe restructuring of Broadband Services, incfoding severance costs, toss on 6te sale of 

inventory and an impairment to reflect foe reduced value of Enron’s content services business; and 

• $544 milfion related to tosses associated wlfo certain toveslrT)ents.prindpaBy Enron’s interest in The New Power 

Company, broadband and technotogy investments, and earty temwurtion during foe third quarter of cert^ structu^ 
fin»ic8 arrangements wifo a pre^sly (fisctosed entity ($^MM Income write-down and $1.2 bflfion shareholders' 
equity 


Stort 



Borrowwr: 

Transwestem PIpelint Company 

Northern Natural Gas Company 

Guarantor: 

Enron Corp and a nevriy-formed 

Same 


banknjptcy-remote SPE 


Amount: 

$650MM 

$550MM 

Terra: 

364 days 

Same 
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S«eurtty: 1. Capital stock of Borrower Same 

Z U^secwed intercompany note 
{»yabie by &von to Borrower 
3. Alothcf assets ol Sorrower 


ComSti^Precodefrtto/^ 1- NoM^ 

Adv»ices: 2. No rksfaiA 


Same 


CovenMts 


Default 


Pifdng 


5. Pn:4iA)^ on addlionai bet^ Same 

6. Negirtlye pledge 

7. No assets sales or tranters 

8. No advances to Enron if a de^ at 
Borrower has occurml or if Enron 
is non-investment grade 

3. ft&untum tan^ile rrot worth 

1. FaSuro to prindpai or interest Same 

2^ OetetA under Enron Corp$1.75B 
3$4Hl3y revolver or 31.25B multi- 
year 

1 Bankn^^ of Ermn artd/or 
Borrower 

Undrawn; 50bps Same 

Drawn: 250 t^)S 


0. Risks and MmcAKTS 

f^ie Bantouptcy of Enron - Given the significant cash shortfaK which is primary associated with Enron's hefty am(xtizafi(^ 
schettoie ov^ toe next 12 months, and toe current of access to capital markets, toere is a strong probability that Enron's 
corporate credt ratings (currmtlyBaa2/Bra with neg^iveouttook) may be downgraded to below tovestmentgr^. Ouetoihe 
dgnificant counterparty exposrre rei^ to its tradng business, if Enron's ratings teit below investment grade. Enron would be 
required to post sizable Lebers of Cre(kt. regardless of the sbength of Biron's trading book and net position. Additionally, Enron 
has two significant sbuctured transacfions (Martin and Osprey) thsK are essentially tied to Enron's credit rating, which would 
requre defeasance <rf ^rproxknately (5.3 bfflion of debt . One view is that even if Erwon is able to maintato investment ^ade 
r^mgs, Enron could be out of cash in tale November/Oecember due to siz^ maturities ($68MM to 4Cf0t). Additionally. 
Erran may have additional pressure on its liquidity due to both a slow down to trading volumes as a resutt of trading 
counterparties reduce exposure: and as counterparties force Enron into unfavorable positions. 


• The bankruptcy remote vehicle and toe corporate separateness covenants shoiM mitigate toe risks Gf a voluntary 
b^kroptcy by toe borrowers and stbstantiveconsotidation with Enron to its own bankroptcy. tf»J>stantive 
consofidation occurs, however, toe stock c^ater^ vrould be negated, and we woitid rely on toe pledge of all hard 
ass^ of toe Borrowers,. 

• in adrfition, toe security interest of the pledge of capital stock provides a senior daim to Enron's corporate unsecured 
debt 

• if toe dete is n<K collapsed, toere are suffident cash flows at toe pipelines to support total debt and Enron crodil^pport 

is airrently mrt being viewed as a source of <Mt repayment 

• P^toes could be sold to short time period. Stror\g valuation multiples continue to exist today. The identified pipdfoes 
are vdued on a DCF basis, but can be equated to having an 9.0x and lO.Ox EBITDA tn^tipie. 

Risk: Structure Issue* - Eiwxi files far Bankn^tey protection, there is a chaws that toe pipefine companies would be 
substaitiveiy consolidaed with Bwon. AJtoo;^ we believe tNs rid^ is rarwte. if this woe to happen ttte pledge of stock 
collateral would be negated axl we would look to the hard assets for collateral. There is a preference risk wito re^xect to the 
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cotlateratturt Vie are t^ong to secure Itefaci^ TKs risk increase with respect to security Mereststtia^ are <^taned more 
toan ten after cio^ iiuqf be stdfident coteterat n the receivabies to r^>ay toe toc%. 


• Owttcleriuiicoun$i^.^vsatinan& Stating, has a(^nsed us that toe (yctoa£^<^‘^^»^to«C<:^^o6dation*shGKdd 
be less than 10%. 

• Our analysis todkatostoat toe pfpeirwcontoanies and toetf parent are soiventtois would avoid bankruptcy preference 
risk. 

• We vA be perfecttog our MKurity in inost erf toe coSateraiwTttw ten days of ctostng;&^ would avoid banto^stcy 
preference risk » to rfrfs cokateral. 


RliMc: Dettoloredng cash flovrs at the Opalines are not sufftcient to repay deM 

Wffioarrfsi- 

• I^RCre^^f^)eiinesv#i tong historical operations -Transvrestem has been in op&^ions for over 40 years, 
Northttn for nea^ 80 years. 

• Contacted capacity payments are 90% of Trarowestern's revenues; and 85% of Northern’s revenues. 

• loan pays 2002 eontoacto are maintatoed. 

• Expariston can be undertaken ff preceded by agreement with shippers and approved by FERC 


ADomotm Risks op -m Pipeunes; 


RISKS 

Oefeirft on ioan or non* 
payment 


Competition from other or 
new pipelines: 


FERC Regulation 


The pipelines cotHd 
become too leveraged. 


MITIGANTS 


' TRAMSWESTERM 
Stable PrerSetabie EBITDA Capacity 
chsges account for 90% of revenue. 
Coverage ratios sufRdentty robust to permit a 
decline in firm dippers at msd rate settng. 

Many proposals to add capacity to Cdiforma 
market but these may bring gas from otoer 
supf^ basira. San Juan basin and otoer 
stqjpiers to Transwestem wiB need to 
compete using wettread prices. B Paso, toe 
dosest competitor is fuB and afiocating space 
to firm shippers. 

Expansion capital expenditures are not 
usuaBy undert^en urriess the new capacity 
is deoned necessary. Necessit/ is typicaRy 
demonstrated by st^)pers sigr^ up for firm 
transporto8on service artocornmiaing to pay 
whether or not gas is actualty shfoped. 

Too much leverage might kKtoca FERC to 
tower taritfe since toe cost of debt is less than 
toetargetfK)E. Pro-forma for this 
transaetton, book leverage wi be 
approxim^eiy 49%. Debt can ^ be 
amortized if needed. At toe last rate case, 
book leverage was 42%. which it shotrfd be 
at the next rate case. 


Northerm 

stable PrerSetabte EBTDA C^tadty 
charges account for 85% of revenues. This 
is a very important mid-Westem pipeline that 
en}^ a near-monopoly service vrito many 
local gas distribution contoanies. 

Impact of Aflianca pipeSne and Northern 
Border expanaons have already been felt in 
northern and eastern porbons trf toe service 
area. Postage slan^ tariff structure and 
large number of defiv^ points work to 
protect Northern's posifion. 

Same 


Too much leverage rr^t toduce FERC to 
tower tariffs since toe cost of deM is less than 
toe target ROE. Similar to Transwestem. 
exce^k that toe age of toe (xpeline and lack 
of expattoion capital ej^erKfitures may attract 
more FERC scrutiny. At the lai^ r^e case, 
book leverage was 42%. if the next rale 
case is in 2003, book towage should be 
below 48% 


C C’^en Mem o - « *07t)«-Ooc 
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Cash MmgMiiMt 
^fstam of Trantwsatam 
andNoithamis 
CMmnhigM wflth tfMt of 
&irofiCof|>. 

Pon^ngiitisaliM 


Cashis c otiwwH i ie d at&wonwi^ Same 

(MterEnren businesses. ThisisirT^ortarrt 
tx Bsoft since these pipc^ companies m 
an in^KXIant source ol(^. ^acash 
sweep becomes necessary, an ^propri^ 
mechanism corAd be p(4 in place. 
EivcmTransport^ionSa-wi^’ general Same 

counsel has informeci us that there is no 
pending or ihre^ened material (neater than 
$300,00^ enwonmetttai tawsi^ or 
nvo^ga^ 


An Adrr*H^ra6ve law .hidge recently 
decided fovo^tly on Transwestem's indmc- 
lo-index iracfing. M ^ a S10.9iM tariff 

payment FEFU^ wtl act as an appeUata 
cowl 

New Pfptibw Safety Breeds io conduct the proposed tests and Expec&S^TMW capex over 10 years; 

leglid^onwiHbeyeiy in^?ecfion$fcif^)out$38mi»onchfling2002 leg^lation not yet erweted; expect recovery 

eaqaensiveteidwMild -^)04:e)q)ect recovery ttvough rates ff tuough rates; irKhKdedmhare^ 

rerhicenpeUHte’retwns. le^sta^ is enacted 


E REn}»6TOClT1COI» 

Ouring2}00,totairevenuesfromthisreltejonshtewere$50.1 rniir»n. Year-to-date, revenues have been $35.4 mi^. $12 
on up-front fees were earned on this transaction. 

E MANAGEheNT AND REUTIOKSHP BACKGROUND 

RaATtONSHiP Background: 

Cifibank enjoys a strong relattonship with Enron Corp. tA^iam T. Fox. III. Head of Global Energy and Mining for Citibaifr. has a 
r^^onsh^ wito Eraon dahng back 20 years. Enron considers Citi to be one of its most respected top Qer banks. Hus is 
evidenced by ow rcte in the current finawtog. 

Enron Corp Managemeht Background; 

Bvon's long-time Chairman of the Board, Ken Lay, recently re»in>ed the role of CEO after Jeff Skit^ ^snjptly departed in mid- 
August Inadtfhoft, Andy Fasbjwawotmced a leave of absence on October 24. 2001. Jeff McMahon has be^ named CFO. 
McMahon had berm serving as chairman and CEO of Enron's toOistri^ Markets group. From 1998 to 2000, McMahon was 
Enron's treasurer. 

Enron Transportation servk:es Management Background: 

Rod Hay^tt Sr VP and CFO of Enron Global Services (which indudes the pipeSnes), has served in various positions in all of 
Enron's pip^ine companies begi no ing in 1978. Areas of expenerice mdude strategic planning, finandal plannfrtg, business ' 
deveh^ment finance and aitewn c lr a tioo. Mr. Hayslett reports (hreeSy to Stan Horton. Chairman and CEO of Enron 
Services. 

Kevin Howard began his career at Biron 'n 1987 after 3 years with OetoiRe, Haskins & S^' Houston office. Have served in 
various accounting and finance positions for Enron's gas pipeline ^oup (1987 - 1995), Enron Capital and Trade Resources - 
Eurqpe (1995-1997}. ECT • North America Assets (1997-1999). Enron Broadband Services (1999-2001), and current position as 
VP • Rnance for Qobai Assets (todu^ ffie Enron p^^es). Kevm reports to Rod HaysteS, Sr. VP and CFO of Enrwt 
Gktoal Services 


6. SECURfTYfCOLLATERAL 

Citi wifi haw a first priority perfected security foterest securing tiie obligations under the Fadfity and the Guarsities in (i) ^ 
capital stock of the Bexrower pledged by its bankniptcy-remote parent Ce) an unsecured subordinated intercompany note by 
Enron Ccxp. payade to tite order ^ the Sorrower ('Intercompany Note'); an6 (n) substantia ^ otoer assets the 8^n»ver. 

C.\TEMrvRntfOMH>Mrno-nO?Ot.aoe 21 
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H. raACCompuanc£/K£Y Covenants 
No RAAC issues. See key covenaits above. 


L Ways Out 




Hofftem Nartufai 


Refinance: 


Sefi: 

Daten^)ment 


Refinancing entire $^0MM n bond market would 
maintain finandal ratios within FERC parameters 

&terprtse v^ue Of Sl.SbiSion is twice Ste S650 
rr^on^d^ 

2010 3 cash swept begmning 1/1/03 


A large portion of the new debt couki be 
refinanced in the bond market while maint^ing 
target FERC ratios. 

$1 bttion debt vs. ente^xise of $2.0 
bSSon 

2012 if cash swept begmrUng 1/1^ 
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JOSEPH (. I.IEBERM/W. CONNECTICUT, CHAIRMAN 


CARl UVIN. MICHIGAN FRED THOMPSON. TENNES5IE 

OANiSL >C A<AXA. HAWAII TED STEVENS. AlASSTA 

SICHABO J. DUaaiN.ll.UNO!3 SUSAM M, COLLINS, lAAlNE 

ROSEfiTG. TORRICELLI, NEW JERSEY GEORGE V. VOINOVICM, OHIO 

MAX CUEWND. GEORGIA THAO COCHRAN, MIS»iSSiP« 

THCWSAS R- CASPER, DELAWARE R086RT F. 8ENNETT. LTTAH 

JEAN CARNAHAN. MISSOURI JIMBUNNING KENTUCKY 

MARK DAYTON, MINNESOTA PETER G. RITZGERALO, ILUNOIS 

JOYCE A. RECHTSCMAFFEN. STAFF DIRECTOR AND COUNSEL 
R1CH«!0 A. HERlXlNa. MlNCSHTr 3WP DHIECTt»l 


Iflnjttd ^tatts ^oiatE 

COMMITTEE ON 
GOVERNMENTAL AFFAIRS 


WASHINGTON, DC 20510-6260 


July 9, 2002 


Ms. Jane C. Sherburne, Esquire 
Deputy General Counsel 
Litigation and Compliance 
Citigroup Inc. 

1 101 Pennsylvania Avenue, NW 
Suite 530 

Washington, DC 20004 Via Fax at 202-220-3699 

Dear Jane: 

There are a number of addiubhal facts that the Subcommittee needs to obtain before oiif 
hearing on July 23. Please provide the following: 

A list of all prepay transactions Citigroup entered into with Enron. Provide the name of 
the transaction, date, commodity, and amount of each transaction. Furthermore, provide the total 
amount of fees that Citigroup earned in connection with each transaction, including, but not 
limitd to, up-front structuring and arrangement fees and the implied interest rate earned on each 
transaction. 

Why did Citigroup set up Delta in the Cayman Islands? 

Does Citigroup pay all fees associated with Delta Energy Corporation (Delta)? Does ■ 
Citigroup pay any fees or costs for the administration or management of Delta to Givens Hall, 
Schroders or Maples and Calder, separate from fees related to specific transactions Delta enters 
into with Citigroup? 

When did Schroders take on the administrative functions of Delta? 

On what assets of Deita, if any, does Citigroup hold a lien? 

Who had responsibility for Salomon Smith Barney’s obligations as an underwriter of the 
Yosemite 1 notes? What due diligence was undertaken prior to the sale of the Yosemite notes in 
the 144A transaction? 

Who prepared the September 20, 1999. Salomon Smith Barney presentation to Enron 


Permanent SnbcommiHe e on Inveslipatinns 

EXHIBIT #192h 
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entitled “Capitalization” [CITI-SPSI 0031094 - 0031098]? Citigroup representatives confinned 
to Subcommittee Staff that this likely was presented to and discussed at the "Investment Grade 
Commitment Committee." Confirm that this is the-case. If this precise document was not 
presented, was the information embodied in the document presented? 

Reconcile the capitalization table on page 19 (stated to be “as of June 30. 1999”) of the 
Yosemite offering circular to the capitalization table set forth in the materials referred to in the 
preceding paragraph as well as the balance sheet set forth in Enron's 10-Q for the quarter ended 
June 30, 1999. 

What consideration was given to disclosure in the Yosemite I Offering Memorandum of 
the chart entitled “SSB Additional Known Structures” ($6 billion in off the book financings) 
included in the September 20, 1999 presentation [CrTI-SPSI 0031097)? 

The official position, title, and department (group, division, etc.) of Citigroup that the 
following individuals work for currently (as of July 2002) and worked for during the period(s) 
indicated next to the individual’s name: 

A. Steve Wagman (September 2000 and May 2001) 

B. Azfar Hashmi (September 28, 2000) 

C. William Fox (April 1999; April 2001; September 2001; and October 2001) 

D. Thomas Stott (April 1 999; April 2001; and October 2001) 

E. Alberto J, Verme (September 2001 and October 2001) 

F. JamesF. Reilly (December 1998; April 1999; September 2001; and 
October 2001) 

G. Michael W.Nepveux (October 2001) 

H. Lydia G.Junek (October 2001) 

I. Steve Baillie (April 1999) 

J. David B. Gorte (December 1998) 

K. Timothy Swanson (May 2001 and June 2001) 

L. Rick Caplan (May 2001) 

M. Amanda Angelini (May 2001) 

N. Steve Incontrb (May 2001) 

O. James Fprese (June 200J) 

P. Alfred W, Griffin (November 2001) 

Q. Amy K, Pincu (November 2001) 

In addition, as we have previously discussed, we need to schedule phone calls to complete 
our interview of James Reilly and discuss the Travelers Insurance matter. 

Please contact me if you have any questions and to schedule the calls (202-224-9505). 
Thank you for your assistance. 


Sincerely, 

Bob Roach 
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CittgroBp Inc. 

1101 I’ennsyivaiua Avenue NW 
Suite 530 

WasKingroni DC 20004 

TeJ 202 220 3690 
Fav 202 220 3699 
New York 212 793 4942 
sherhurncj^’ciiLcom 


By Telecopy 

The Honorable Carl Levin 
Chairman 

The Honorable Susan Collins 
Ranking Minority Member 
United States Senate 
Committee on Governmental Affairs 
Permanent Subcommittee on Investigations 
Washington, D.C. 20S15-61 15 


Jane C. Sltctbuxne 

General Caunsei 
Litigation find Compliance 


July 17, 2002 



Dear Chairman Levin and Senator Collins: 

In response to the Subpoena Issued by the Committee dated July 2, 2002, and 
faxed to me on July 9, 2002, please find enclosed a summary document that is 
responsive to the questions posed under requests 1 arxl 2, at Schedule A. 

The document we are enclosing includes client sensitive and proprietary 
Information that is maintained confidentially by Citigroup. Citigroup requests that 
the Committee treat these documents, and all other information provided by 
Citigroup, confidentially. 



Jane C. Sherburne 
Deputy General Counsel 


Enclosures 

oo: Robert Roach, Chief Investigator 

Kim Corthell, Staff Director to the Minority 
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1 


Citigroup Response to July 2 Subpoena 
Senate Permanent Subcommittee on Investigations 


Summary In Lieu of Production of Document 

The following are the names of Citigroup, Inc. clients or 
counterparties that engaged in pre-paid forward transactions with a special 
purpose vehicle and a description of (1) the number of transactions; (2) identities 
of any special purpose vehicles used by the client or counterparty; and (3) 
whether or not price risk was hedged with Citigroup; 

Arkla Exploration Company (1992): 

(1) One transaction 

(2) International Commodity Merchants 

(3) Undetermined (documents have not yet been located) 

Amerada Hess Corporation (1 993); 

(1) One transaction 

(2) Delta Energy Corporation 

(3) Price risk hedged on the NYMEX, not with Citibank. 

Enron Corporation: (1) Transactions identified below, as follows: 

• December 1993 

(2) Vega Energy Corporation 

(3) Price risk hedged on NYMEX 

• September 1994 

(2) Delta Energy Corporation 

(3) Some price risk hedged with Citibank 

• December 1998 

(2) Delta Energy Corporation 

(3) Price risk hot hedged with Citibank 

• June 1999 

(2) No SPV was used: Toronto Dominion was a counteipariy 

(3) Citibank was counterparty to hedges with Toronto Dominion 

• November 1999 

(2) No SPV was used; Toronto Dominion and Royal Bank of 
Scotland served as counterparties 

(3) AH three bank counterparties engaged In price risk hedges 
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2 


Citigroup Response to July 2 Subpoena 
Senate Permanent Sitoeorntnittee on Investigations 

• Deoennber1999 

(2) Delta Energy Corporation 

{3} Price risk hedged with Citibank 

• February 2000 

(2) Delta Energy Corporation 

(3) Price risk hedged with Citibank 

• August 2000 

(2) Delta Energy Corporation 

(3) Price risk hedged with Citibank 

• May 2001 , 

(2) Delta Energy Corporation 

(3) Price risk hedged vylth Citibank 

« June 2001 

(2) Delta Energy Corporation 

(3) Price risk hedged with Citibank 

With respect to request 1 (c), for which we have interpreted “a 

financing structure similar to Yosemite" to mean a credit linked note with a 
prepaid placed in the trust structure, Citigroup did not execute a financing 
structure similar to Yosemite for any client other than Enron. Citigroup made 
presentations regarding financing structures similar to Yosemite (referred to 
generically as “credit linked notes”) to the following companies: 

Williams Cos. Kerr-McGee 

El Paso NiSouroe 

Mirant PG&E Corporation 

Dynegy Devon Energy 

AEP Dominion 

Reliant Duke Energy 

Equitable Resources Phillips 66 



Jane C.. Sherburne 
Deputy General Counsel 
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My 22, 2002 


Juie C. Shcrbnjme Citigroup Inc. 

Qcacr^l CeUftscl 1101 fenasyivofua AycfiycN'S? 

Driffirien anti Comptlanct Suite 530 

WajrhlagroD. DC 20Q04 

Tel 202 220 36?0 
Fax 2D2 220 3699 
Kcv-YorJ<212 793 4942 
sherburneJ@>citi.corri 


Mr. Robert I.. Roach 
Counsel to the Majority 
Permanent Subcommittee tin Investigations 
Senate GovemmentAlfMrs Committee 
199 Russell Senate Office Building 
•Washington, DC 20510 

Dear Bob; 

This letter is in further response to the questions you asked in your letter of My 9, 2002. 

HiB fees received by Citibiink in connection with prepaid transactions with Enron are as 
follows; 

• In December 1993, Citibank entered into a $1S0MM IS-month crude oil prepaid 
forward involving lIPL Resources Company. a wholly owned subsidiary of 
Enron. 

Fees at closing;' 27.5 bps up front; 55 bps on $4SMM and 1 5 bps on SIQSMM, 
ongoing borrowing spread- 

• la September 1994. Citibank entered into a$125MM 18-month crude oil prepaid 
forward involving Enron Cushing Oil Marketing, a wholly owned subsidiary of 
Enron. 

Fees at closing; 35 bps up front; 50 bps ongoing borrowing spread. 

• In December 1998, Citibank entered into a S500MM, three-year prepaid forward 
natural gas and crude oil sale involving Enron. 

Structuring fee: S2.5MM; ongoing borrowing spread 52 bps. 

• In June 1999, Citibank catered into a 9C)-day, cash-settled S2S0MM crude oil 
prepaid forward sale involving Enron. In September 1999, the prepaid was 
increased to $337.5MM and its maturity was extended to December 1999. 


t 


TTjese fees at closing represent what Citihaitk anticipated if would make over the life 
of the transaction. Of course certain transactions were settled early and not all 
expec^ fees were realized. 
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Fees at closing: 40 1)ps Bp front; $100,cro0 swap fee; 55 bps ongoing borrowing 
spread; $1(X),000 restructuring fee. 

• In December 1999, Citibank cnteirf into a ISO-day, cash-settled $10QMM crude 
oil prepaid forward sale involving Bsroh. 

Fees at dosing; $200,000 up froirt; 65 bps ongoing borrowing spread. 

• In June 2C01, Citibiink entered into a 1 80-day, casb-setUed $250MM, gas prepaid 
forward sale involving Enron. 

Fees at closing: $500,000 up front; 60 bps ongoing borrowing spread. Breakage 
fee of $330,000. 

Yosemites and ECLNs 

• In November 1 999. Citibank entered into a five-year, cash-settled S800MM crude 
D0 prepaid forward sale involving Enron in connection with the Yosemite I 
transaction. 

• In February 2000, Citibank entered into a seven-year, cash-settled £206MM crude 
oil prepaid forward sale involving Enron in connection with the Yosemite II 
transaction. 

• In August 2000, Cidbank cnteied into a five-year, cash-settled 5475MM crude oil 
piepaid forward sale involving Enron in connection with the ECLN I transaction. 

• In May 2001, Citibank entered into five-year, casb-settied crude oil prepaid 
forward sales of $475MM, 6109.5MM and €170MM involving Enron in 
connection with ±c ECIJ4 R, ECLN Sterling and ECLN Euro transactions. 


With respect to the credit-linked notes transactions (i.*., the Yosemite and ECLN 
transactions!, the Company did not earn any separate fee or other compensation in 
connection with the prapaids, Rather, the Company was compensated for the prepaids 
through the general structuring fee or overall expected revenue associated wifri each deal, 
hi the Yosemite transactioiis, the Company earned an overall structuring fee of $1.6MM 
(Yosemite I) and $0.5MM (Yosemite 11), which compensated the Company for 
structuring the entire transaction (including, among other things, the Trust, the CiBbank 
Swap and the prepaid). The Company did not receive any structnring fees with respect to 
the ECLN Iransacdons. However, we understand that compensating the Company for its 
structuring efforts was taken into account in pricing the yield on the certificates to be 
issued by the Trusts and 1 (10% of which would be purchased by Cidbank. The 
certificates in the ECLN transactions had yields of 9% (ECLN I), 8.5% (ECLN H), 85% 
(ECLN-Slcrling), and 75% (ECLN-Enro) per annum, respectively. The total structuring 
fee - Of which the prepaids were only a part - together with the certificate yield realized 
by the Company in connection with these transactions, are as follows: Yosemite I; 
$7.37MM; Yosemite H $1.97MM; ECLN I $484361; and ECLN R $352,716. Thus, the 
fees earned by the Company associated with the prepuds would be only a fraction of 
these amounts. 


2 
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Why did Citigroup set up Delta in the Cayman Islands? A: Like many special purpose 
entities. Delta was established in the Cayman Islands because it is a tax neutral 
jurisdiction. 

Does Citigroup pay all fees associated with Delta Energy Coiporation pelta)? A: No. 

Does Citigroup pay any fees or costs for the administration or management of Delta to 
Givens HaH, Schroders ox Maples and Calder, separate from fees related to specific 
transactions Delta enters into with Citigroup? A; Yes. Citibank paid fees to Givens Hall 
(and later Schroders) for yearly administrative costs relating to Delta. Enron paid fees to 
Maples and Catlder for its work on behalf of Delta in connection with certain Transactions. 
Following the Enron bankruptcy, CSti paid Maples and Calder a fee for legal services 
perfonned in connection wito the unwind of the Yosemite and BCLN transactions. 

When did Schroders take on the administrative functions of Delta? A; CSvens Hall vitas 
the administrator of Delta sr the time of the ECLN I transaction in August 2000. By the 
time of the ECLN II transaction in May 200 1 , Schroders had taken over the 
administraiive functions of Della. 

On what assets of Delta, if any, does Citigroup hold a lien? A; Citigroup currently holds 
no lien on the assets of Delta. In each of the prepaid transactions in which Delta was 
involved. Citibank held a lien on Delta’s assets for the life of the transaction. 

Who had responsibility for Salomon Smith Barney's obligations as an underwriter of the 
Yosemite I notes? What due diligence was undertaken prior to the sale of the Yosemite 
notes in the 1 44A transaction? A: The investment banking division of SSB, and its 
outside counsel, undertook due diligence in connection with the sale of the Yosemite I 
notes. SSB reviewed the business and financial statements of Enron. The due diUgcnce 
review process performed by SSB was substantially consistent with the due diligence 
review process that it would have performed if the securities were offered in a registered 
transaction. SSB received an opinion from Enron's outside counsel and a comfort letter 
from Enron’s auditor. We refer you to the attached Index of Closing Documents for 
Yosemite Securities Trust 1 Notes that details tiic Opinions and other documents obtained 
in connection with this transaction. 

The official position, tide, rad department (group, division, etc.) of Citigroup that the 
following individuals work for currently (as of July 2002) and worked for during the 
period(s) indicated next to tic individual’s name: 

A. Steve Wagman (September 2000 and May 2001) 

Now; Managing Director, Corporate Derivatives 
Marketing 

September 2000; Director, Corporate Derivatives 
Marketing 

May 2001 : Managing Director 


3 
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B. Azfar Hastuni (September 2S, 2000) 

Noi»: Assodato 
September 2000: Associate 

C. 'WilliamFox (April 1999; April 2001; September 2001; and 
October 2001) 

No-sv: Managing Director/Industry Head, U.S. Energy and 
Mining 

April 1999 - October 2001: Executive 

D. Thomas Stott (April 1999; April 2001; and October 2001) 

Now: Managing Director/Risk Manager, GRB 
April 1999- April 2001: Specialist 
October 2001: Risk Manager 

E. Alberto J. Vermc (September 2001 and October 2001) 

Now: Managing Director, Head of Global Power and 
Energy 

September- October 2001: Same 

F. James F. Reilly (December 1998: April 1999; September 2001; 
and October 2001) 

Now: Managing Director Power & Energy Group 
December 1998 -April 1999; Executive 
September 2001: Managing Director 

G. Michael W, Nepveux (October 2001 ) 

Now; Sr. Banker/Director, U.S. Energy (Houston) 
October 2001 : Sr. Banker I. 

H. Lydia G. Junek (October 2001) 

Now; Sr. Banker/Managing Director, U.S. Energy 
(Houston) 

October 2001: Sr. Banker D. 

I. Steve Baillie (April 1999) 

Now; No longer at Citi 
April 1999: Banker 

J. David B. Gorte (December 1998) 

Now; No longer at Citi 

December 1998: Specialist, Licensing Group 


Note: We understand that the Mstorical information recorded here reflects what is 
available from the Citigroup HR database. It is somewhat limited and does not 
provide fell tides. If necessary, we could obtain these through direct conversations 
with the relevant intBviduals. 


4 
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K. Timothy Swanson (&&y 2£Mi and June 2001) 

Now; Associate 

Miy - June 2001: Associate 

L. Rick Caplan (May 2001) 

Now; Managing Director and Co-head/North American 
Credit Derivatives and Global Portfolio Solutions 
May 2001: Managing Director, Credit Derivatives 

M. Amanda Angelini (May 2001) 

Now: 'flee President, Credit Derivatives 
May 2001: Same 

N. Steve Inoontm (May 2001) 

Now: Vice President, Credit Derivatives 
May 2001: Same 

O. lamos Foiese (Jane 2001) 

Now: Managing Director, Derivatives Trading 
June 2001: Same 

P. Alfred W, Griffin (November 2001) 

Now; Associate, Crurital Stmeturing Gionp 
Novefnber 2001; Same 

Q. Am> K. Pineu (November 2001) 

Now; Banker, U.S. Energy (Houston) 

November 2001: Same 


Please let me know if you have any further questions. 
Sineerely you/^ 

/ 


/ 


,iXy 




Imc C. ShertsutBe 
Deputy Genera) Counsel 

Attachment 


cc: Kim Corthell, Minority Staff Director (w/attachment) 


5 
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CLOSING DOCUMENTS 

VOSEMITE SECURITIES TRUST I 
$750,000,000 8.2SV« Scries 1999 *>a Lisked Esros Obligsiions (LEOs) 
$75,000,000 CertificaiK 

Noveinber 18, 1999 

licm Nc . 


I. PRICING DOCUMENTS 

Short Form Tmsi Agreemeni — ...... 

CcrUficBic of Tnist of Yoscmiic.Sccuriues Trust I certified bv the Deiawaze 
Secretary of State — < 

Closing Agreeancnt - .... 3 

Note Purchase Agr e ement. ...... .............. A 

Agreement icgarding the artached deiinitions referTcd to as Appendist A of 

the Collateral Security Agreetnent — 5 

Preliminary Ofjering Memorandum — 6 

Final Offering Memorandum. — 7 

Pricing Date Direction Lener,,... - 8 

Blue Sky SurveyfI2.I7] ,..S 

Auditor's comfort leaer from Arthur Anderscrtl2.l6] 10 


tJ PRE-CLOSING DOCUMENTS 

Flow of Funds Memcnuidum.......... 

Trust Icvestmeni Settlement Meraorandum ... ... 

Auebenneatiem Order for the Notes 

Delivery Certificate for the Notes— — ........ 


. — 12 

13 

14 


• NY3'*722»«3*1 
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licm No. 

ConiinnaTion lhai United .Stales Trust Company of Nr^* York has opened 

the foHowipg accouni$:f6.8][6.9) — — 15 

Enron Invesinscnl Interest Proceeds Accouip 
Penniiicd Invcsuncni Intercsi Proceeds Account 
Enron Investinem Principal Proceeds Account • 

Pemucted Investment Principal Proceeds Account 

Wire Transfer Cenifleale — - 16 

in. CLOSINGDOCUMEhfTS 

A. Principal Documems 

Amended and Restated Yoscmiie Securities Trust ] Agreeroait[l.l]-. 17 

Exhibit A » Foim of Cerd^cate 
Exhibit B — Form of Transfer CenificBte 

Yosemite Securdec Twsi I Indenture[1.3] ..... -.n 8 

Exhibit A — Fomi of Rule 144A Note 
Exhibit B - Form of Regubuoa S Global Note 
Exhibit C — Form of Regulation S Cerrificaxe 
Exhibit P ~ Form of Transfer Cerufieaie 
Exhil^ E - Form of Cenificate of Exchange 

Yosemiie Securities Trost 1 Indennire Suppiemeni[1.4] 19 

Collatcrad Security Agrccmem[l.7) 20 

Appendix A - Definilloiisand Prindples of lnierpretatian[1.8] 

Cenincate Purchase Agreemeat[].I2].. J21 

Tax Indemaificauioij Agreeincnt[l,l 4] — .22 

B, Documents Relarinp to Irutial Tyrisi Investments 

Ciribask S'w^ Master Agroemein[ 1 J5J[ 1 .6] -..,...23 

CoafixmaDOD for Scries 1999-A Enron lsvestsse»l5[11.7) _24 

Confinnatioa for Series 1995-A Pematted InvestaentsfU.*] - 2S 


CONFIDENTIAL 
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Item No. 

C. Enron Documents 

Ccrtjficaie as 16 valid exisicnce of Enron Corp. issued by the Oregon 

SKTctary of Stja«:[2-13 — — — — ' — 

Charter documems of Enron Coip, cenified fay the Oregon Secreuay of 
SlsiErPftnof2.13 — 27 

Cenificaw of Enron pursuant lo Section 3.1 of the Dosing Agreemeaip-B]- 28 

Officer's Certiftcaws pursuant to Seciion 3.1 (i), (lii) and (k) of ihe Clo^g 
AgicEmci]i[2.2j .... — ....29 


Officer's Certificate pursuant to the Nate Purchase AgTwmenl [2.4] -30 

Officer's Ccrtificsts pursuant to section 3.1 of tire Enroo Agi cemEaEJl[2.5} — .........3 1 

Officer^ Ccnifjcaitc pursuant to secrion 3 J(a) of the CoUaienl Security 
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lanitd 3tatE0 ^niatc 

COMMITTEE ON 
GOVERNMENTAL AFFAIRS 

- WASHINGTON. DC 20510-6250 


My 25, 2002 

Mr. Sanford I. Weill 

Chairman and Chief Executive Officer 

Citigroup, Inc. 

399 Park Avenue 
New York, N.Y. 10043 

Dear Mr. Weill: 

Earlier this week the Permanent Subcommittee on Investigations held a hearing on the role 
of financial institutions like yours in the collapse of the Enron Corporation. One of the very 
troubling factual issues that emerged was Citigroup’s use of a Special Purpose Vehicle (SPY), 
Delta Energy Corporation (Delta), as a pass-throu^ entity established in &e Cayman Islands for 
Enron’s “prepays” in which Citigroup participated. Citigroup witnesses told us that while Delta 
was established by Citigroup, while Citigroup paid for Delta’s legal and administrative fees, and 
while Delta was used exclusively for Citigroup’s purposes, nonetheless it was not effectively 
controlled by Citigroup, Substantial evidence the Subcommittee reviewed indicates otherwise. 
When we asked the Citigroup witnesses whether they would make available all of the 
documentation involving the establishment, administration and activities of Delta, the witnrases 
said they would have to consult legal counsel. 

We ask that you personally, no later than 12 P.M. Monday afternoon, My 29“’; 1) 
answer the following questions on behalf of Citigroup, in affidavit form, and return them to the 
Subcommittee office, SR-199; and 2) instract/direct your agents, attorneys and all other parties 
acting on Citigroup’s behalf responsible for the formation, operation, administration or 
management of Delta (including but not limited to Maples & Calder, Schroder Cayman Bank and 
Trust Company and all entities that have a beneficial or controlling interest in, or agency 
relationship with, Delta) to make available to the Subcommittee all documents related to the 
ownerahip, formation, operation, administration or management of Delta, and all documents that 
address or indicate Citigroup’s relationship to Delta. 

QUESTIONS: (Please note that any reference to Citigroup is intended to include any 
entity related to Citigroup or Citigroup’s agent) 

1) Did Citigroup establish Delta and, if so, when, for what purpose and why in the 
Cayman Islands? 

2) Does Otigraup directly or indirectly own Delta, and if it doesn’t, who does? 


Permanent Subcommittee on investigations 

EXHIBIT #192! 




Mr. Sanford I. Weill 
My 25, 2002 
Page Two 
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3) If the owner of Delta is a charitable trust, does Citigroup own the charitable trust, and 
if it doesn’t, who does? 

4) Who serves on the Board of Directors of Delta and the entity that owns Delta? 

5) Who is the agent for Delta and who is the agent for the entity that owns Delta? 

6) Does Citigroup pay for 

Delta’s admin strati vK fees? Registration fees? Attorney fees? Transactions fees? 

7) When a non-Citigroup entity does business with Delta, with whom does the entity 
conduct the negotiations — a Citigroup employee or a Delta employee? 

8) What obligations do any of the attorneys, trustees, administrators, directors, or 
beneficial owners of Delta have to Citigroup with respect to Delta and separate and apart from 
Delta? 


9) Does Citigroup effectively control Delta? 

If you have any questions about this request, please contact either or us or have your staff 
contact Robert Roach, Counsel and Chief Investigator of the Subcommittee at 202-224-9505. 


Sincerely, 



Ranking Member Chairman 


Permanent Subcommittee on Investigations 


CLtljg 
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Jane C. Sherborne Cidgroup Tnc. 

Depu^ General Counsel 1101 Pennsylvania Avenue NW 

LiHgstian and CompUunce Snire 530 

Washington. DC 20004 

Tel 202 220 3590 
Faji 202 22fi 3699 

New Ynrit 212 ?93 4942 
iherfcurncjSuitucom 


July 29. 2002 


By Telecopy and First Class Mail 


The Honorable Carl Levin 
Chairman 

The Honorable Susan Collins 
Ranking Minority Member 
United States Senate 
Committee on Governmental Affairs 
Permanent Subcommittee on Investigations 
Washington, D.C. 20515-61 1S 


Dear Chairman Levin and Senator Collins; 

I am »/riting in response to your latter to Sanford Weill of July 25. 2002. 

Citigroup has cooperated with the Subcommittee’s inquiry by providing witnesses 
for interviews and testimony, producing thousands of pages of documents, 
responding to subpoenas, and providing answers to questions presented 
informally by your staffs. In our continuing effort to be cooperative, we are 
providing you with the enclosed affidavit of Mr. Weill. 

As Mr. Weill's affidavit makes clear, he does not have personal knowledge of the 
matters about which you are inquiring. However, in order to provide you with 
answers to the specific questions raised in your letter, Mr. Weill asked Ms. 
Barbara Yastine, the Chief Financial Officer of Citigroup’s Corporate and 
Investment Bank, to review the matter further. Her response, which Mr. Weill is 
submitting on behalf of Citigroup, is presented in an affidavit appended to his. 


Doc#:NY(:i2765t)fi_3 
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Hon. Carl Lavin 
Hon. Susan Collins 
May 15,2002 
Page 2 


Additionally, to further aid the Subcommittee and to avoid delays that may be 
associated with obtaining documents from Delta through normal channels 
available to the Subcommittee, we have informed the Cayman Island entities 
referenced in your letter that Citigroup has no objection to their making available 
to the Subcommittee the documents In which you are interested related to Delta. 

if you or your staffs have questions about these submissions, please do not 
hesitate to contact me. 



Deputy General Counsel 
Enclosures 


I!oofcI«'t:J7S5l!8_2 
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AFFIDAVIT 


STATE OF NEW YORiC ) 

ss.; 

COUNTY OF NEW YORK ) 

SANFORD I. WEILL, being swom, states; 

1 . I am the Chief Executive Officer and Chairman of Citigroup, Inc. 
(“Citigroup”). It is the intention of Citigroup to continue to cooperate with the inquiry of 
the Senate Permanent Subcommittee on Investigations. To that end, I am re^onding to 
the July 25, 2002 letter addressed to me ftom Chairman levin and Senator Collins. 

2. Citigroup has over 270,000 employees and engages in millions of 
transactions every year. I have no personal knowledge of any of the transactions or 
entities raised in the Subcommittee’s July 25 letter. Indeed, I understand that Delta 
Energy Corporation was established by Citibank in December 1993. five years prior to 
the merger between Citicorp and Travelers. 

3. In order to be as helpfiil as possible to the Subcommittee, I have 
directed Barbara Yastine, the Chief Financial Officer of Citigroup’s Corporate and 
Investment Bank, to review this matter and provide the information sought by the 
Subcommittee. On behalf of Citigroup. I attach hereto, as Exhibit A Ms. Yastine’s 
affidavit, whiob sets forth responses to the specific questions raised in the 
Subcommittee’s letter. 


Subscribed and swom to 
before me this 29““ day 
of July. 2002. 


I>K»;MTfcJ765«_J 



Sanford L Weill 








Uh/ 


rNotaiyPublics 

4iOANN D. MeGRATH 
-s.. NonlBr Rubiie Scats of Nfmr^brk 

— • Oualrfi«dinN«swybrkCounty5,w,/ 
_ Caf^lssisn EjyjJreB May 4. ^ 
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AFFIDAVIT 

STATE OF NEW YORK ) 

ss.; 

COUNTY OF NEW YORK ) 


BARBARA YASTINE, being sworn, states; 

1 , 1 am fee Chief Financial Officer of fee Corporate and InvestaiHit 
Bank, which consists of Salomon Smith Barney and certain corporate b-usinesses of 
Citfeank. 

2. At the request and direction of Sanford I. Weill, Citigroup’s 
Chajtmaii and Chief Executive Officer, I am setting forth below, based on my 
information and belief after reasonable inquiry, responses to the My 25, 2002 letter fiom 
Chaiimaa Levin and Senator Collins of the Senate Permanent Subcommittee on 
Investigations on bdialf of Citigroup: 

1) Did Citigroup establish Delta and, if so, when, fcr what purpose 
and why in fee Cayman Islands? 

In December 1993, Citibank asked a Cayman Islands law firm to 
incoixjoratc Delta Energy Corporation (“Delta”) as an unafSliated Cayman Islands 
Limited liability Company, for the purpose of serving as a counterparty in a physically 
settled prepaid commodities forward transaction involving Amerada Hess. At the time of 
Delta's formation, a counterparty was necessary because regulations limited Citibank’s 
ability to receive delivery of physical commodities, such as oil and natural gas. Delta 
was established in the Cayman Islands in order to achieve tax neutral treatment of this 
transaction. 

2) Does Citigroup directly or indirectly own Delta, and if it doesn't, 

who does? 


Citigroup docs not directly or indirectly own Delta. Delta is owned by 
Grand Commodities Corporation (“GCC”). The sole shareholder of GCC is Givois Hall 
Bank and Trust (“Givens Hall”). Givens Hall placed its entire interest in GCC into a 
charitable trust Imown as GCC Trust. 
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3) If the oumer of Delia is a eijantable tniat, does Citigroup own the 
charitable trust, and if it does!a% who does? 

Citi^up does not own GCCTriist. GCC Trust exists for the benefit of 
any quali^g charity, with the defeifit being the National Council of Voluatajy 
Oigaoisatioiis, a Cayman Islands charitable organizaiian. 

4) Wio serves on the Board of Krsetoxs of Delta and the entity that 

owasDdta? , 

Corporate Serrices Lhnited isDclta’s current sole directcaf and GCC’s 
current sole director. NeidtoT Coiporate Services Limited nor any prior diiBCtors has any 
aflBliarioa withCitigtonp. 

5) Who is the agent for Delta and who is the agent for the entity that 

owns Delta? 


The administrative agent for Delta has been Givens Hall since Delta’s 
fbimation. The adrninislrative agent for GCC has also been Givens Hall siaoo OCC’s 
formation. Maples and Calder, a Cayman Islands law firm, has been legal counsel to 
Delta and GCC sjnce Delta’s and GGC’s formation. None of these entities is an afifiliafe 
of Citigroup. 

6) Docs Citigroup pay for: 

Delta's administrative fees? Registration fees? Attorney fees? 

Transaction fees? 

Delta’s fees wese paid in a variety of ways. Citibanh has paid fees to 
Givens Hall fer certain admiaistratiyc costs — inoluding registratioa fees - relafiag to 
Delta. In certain of the prepaid transaerioss structured by Citibank, Citibank paid the 
fransaction ejqjicnsea. In others, either the coimterpariy paid the transaction expenses, or 
Drita earned a “spread” on the swaps. With respect to attorney fees, prior to the Enron 
bankruptcy, these were paid in part by Citibank. AddiSonrily, following foe Enron 
bankruptcy. Citibank paid Della’s legal fees for services ptribrmed in connection with 
the unwiacUng of the Yosemite and BCLN transactions. 

7) 'When a non-Citigtoup entity docs business with Delta, with whom 
does tiw entity conduct the negotiations - a Citigroup employee or a Delta employes? 

Typically, SPEs do not engage directly in ttansaotion negotiations; in the 
case of Delta, the notJ-Citifaank entity that is engaging in transactions 'with Delta would 
conduct fee transaction negotiations wife Citibank. Delta’s outside counsel would review 
tRfflsaction dooianents. Eveay traisaaction, after it has been negotiated, would be 
submitted to the board of directors of Delta for final approvaL 
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S) 'Wha.t obligations do any of the attorneys, misleas, atoinistrators, 
direotors, or beneficial owners of Delta have to Cstigionp with is^ct to Delta and 
separate and apart ftom Delta? 

The attorneys, tmsaes. admmistiators, direotots or beneficial owners of 
Dela have no obligalions to Citibank with respect to Delta, exc^t as ^eeifically 
contracted for in a particular transaction involving both Ddta and Citibank. I am not 
aware tiiat any of the attorneys, trustees, administrators, direotors orbesnefidal owners of 
Deha have any obligations to Citibank. Some of the same aitomeys, trustee, 
adnaaistratois. directors and beneficial owners may have been involved in other Citibank 
transactions, and therefiirs may have obligations to Citibank arising out of those other 
braiBaetioiis. 

9 } Does Citigroup effectively corrirol Delta? 

Citigroup does not control Delta Delta was estdsMshcd at Citibank’s 
request in 19S3 as a qjeeial purpose entity (SP!^ with the express intention of malting it 
indapcaident ofi and taaffiliated with, Citibank under relevant legal and regulatory 
stant^oints. 


In order to accomplish that resalt, Delta was established in such a way tiiat 
Citibank has no ownorslup in or personnel aSihaJed with Delta. Delta has an independent 
board of directars that controls Delta Mid is responsible for running its buriaess. 

, Moieovsa-, Delta's Memorandum of Association expressly authorizes Delta to engage in 
any lawful business, as approved by its directors. Aldiou^ Citibank, like any company 
that creates an SPE, did not contemplate that Delta would complete transactions that did 
not involve Cstibank. Delta is not obliged to enter into transactions with CStxbank. 
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Thus, from a. legal and regttlaloiy perspoctixa, Citibank tmderstood Delta 
to be independent of. and not controlled by. Citibank. Although some of the facts 
described in the responses above {e.g., paymcait of fees) might seem to imply some level 
of contml as that tenn is ordinarily understood in common usage, these are customaiy 
ohaiacteristies of independent SPBs and do not, in fact, demonstrate control under 
relevant legal or regulatory standards. SPEs are used routinely in structored transactions 
sponsored by a wide range of institutions and corporations. 


Subscribed and swotn to 
before me tiiis 29® day 
ofTuly,2002. 
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Citigroup 


C_ Sherboros Citigroup Inc. 

Deputy General Coumc! UOI Pennsylvania Avenue NW 

Liti^utien anj Cotnpi^s-nte Suite 530 

tS^ashingion. DC 20004 

Tel 202 220 3690 
Fix 202 220 5659 
Me- York 212 793 4942 
ilierfcurr.cf^cki-cotn 

August 7, 2002 


By Telecopy and First Class Mail 


The Honorable Carl Levin 
Chairman 

The Honorable Susan M. Collins 
Ranking Minority Member 
United States Senate 
Committee on Governmental Affairs 
Permanent Subcommittee on Investigations 
Washington, D.C. 20515-6115 


Dear Chairman Levin and Senator Collins: 

In light of your recent hearing in which you examined certain Enron-related 
structured financings, we thought you might be interested in steps Citigroup is 
taking to ensure that the balance sheet effect of structured financings is 
transparent to investors. These measures, together with an announcement that 
Citigroup will begin expensing options in January, are set forth in the enclosed 
letter from Sandy Weill to Citigroup employees. 
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citigroupJ 

To; All Employees 
From: Sandy Weill 
Date: August?, 2002 
Re: Progress Report 


In my last letter to you, I told you we were reviewing and would continue to review, our 
business practices to ensure they adhere to the new standards that are emerging and that we 
continue to be a leader in defining and adopting higher standards. As I described, recent 
events have pointed out two key lessons: we must do everything we can to identify, eliminate 
or manage conflicts of interest — real or perceived — as they arise, and we need constantly to 
strengthen transparency through meaningful disclosure. As the financial services industry 
gets increasingly complex, we need to reemphasize these basic values. 

As you know, we are changing the way we do research and taking the lead to build stronger 
wails to separate research from investment banking. By being the first firm to voluntarily 
embrace the Spteer principles, we have precluded investment bankers from having any say 
in analyst compensation and previewing reports. We also called on regulators to pass rules 
that would preclude analysts from going on investment banking pitches and road shows. And 
we were the first firm to voluntarily adopt the SEC’s proposal for analysts to certify that the 
views expressed in their research accurately reflect their personal views and that they have 
not been compensated, directly or indirectly, for expressing a specific recommendation. The 
sooner these reforms are adopted as industry-wide rules, the better. 

Also, ! cannot over-emphasize the importance we place on our senior management's "biood 
oath" commitment to hold y« of any stock or options we receive for as long as we're mnning 
the company. This is the toughest Stock Ownership Commitment in the corporate world 
today. Because we are committed to the long-run health of our company, we are constantly 
looking for ways to am the company better. With that in mind, today, I wanted to discuss with 
you four important new developments. 

Affirming our SEC Filinas 

Today, our CFO Todd Thomson and I signed an oath certifying the accuracy of the disclosure 
in our financial reports. It is only right that CEOs and the company’s most senior financiai 
officer stand behind their companies’ financial disclosures and therefore we welcomed the 
opportunity to demonstrate our confidence in the integrity of the disclosures we provide. 

Expensing Options 

Beginrring in Jarruary, we will account for all stock options for management, employees and 
members of our Board as an expense. Investors have made clear that they want options 
arxxiunted for in this manner, and we at Citigroup continue to place a high priority on our 
responsibiiities to our shareholders. For 2003, we estimate the impact of this decision wiil be 
approximately S.03 per share and when fully phased in over the next five years, we estimate 
the impact will be approximately $.06 per share. 
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Kew Board Committee on Governance 

Our Board has decided that we should create a new Board level committee to focus on 
corporate governance. AH of the members of the new committee will be independent 
directors. As you may know, today, both the Personnel, Compensation and Directors 
Committee and the Audit Committee of the Board are 100% comprised of independent 
directors. This new committee strengthens our commitment to the highest standards of 
corporate governance. 

New Initiatives In our Structured Finance Business 

While it is the responsibility of each and every corporation to ensure that its financial 
statements fairly represent its true financial conditbn and of its auditors to provide an 
independent verification of the financial statements, unfortunately, recent events suggest that 
these safeguanis have not always worked as they should. The industry’s practices need to 
change rapidly and we want to be a leader in defining these new higher standards. We 
support the various legislative and regulatory Initiatives designed to increase transparency. 

At Citigroup, we are committed to greater transparency in the disclosure of structured finance 
transactions and we are answering the call from Washington and from investors by adopting 
strorig initiatives ourselves. 

Quite simply, if a company does not agree to record a material financing as debt on its 
balance sheet, Citigroup wilt only execute the transaction if the company agrees to 
publicly disclose Its impact to investors. 

Starting immediately, we will only do these transactions for clients that agree to make prompt 
disclosure of the details of the transaction Including management's analysis of the net ettect 
the transaction has on the financial condition of the company, the nature and amount of the 
obligations, and a description of events that may cause an obligation to arise, increase or 
become accelerated, in addition, we will only do these transactions for clients that agree to 
provide the complete set of transaction documents to their chief financial officer, chief legal 
officer and independent auditors. We believe our new policy will encourage companies to 
provide greater transparency than currently required by law and help restore investor 
confidence in our financial markets. 

For Citigroup itself, our second quarter 10 Q already goes beyond legal and regulatory 
requirements in providing enhanced disclosure of Citigroup's securitization activities. Going 
forward, we will, of course, follow the same practices we are asking our clients to follow. 

Citigroup has always strived to be at the forefront of progressive industry change. I believe 
that the actions we are taking in these four key areas underscore our commitment to 
transparency, accountability and full disclosure to the investment community. 

We continue to review practices and policies and take action to make changes where 
appropriate. And of course, I will continue to keep you informed, I continue to deeply believe 
In the future erf our company and. on behalf of management and the Board of Directors, let 
me reiterate how proud we are of your Integrity, commitment and high performance. Thank 
you for your ongoing support. 
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%;iik2D4'%ikl CAPITAL & TRADE 
firllCMPI RESOURCES 

MAsuBwtse ENExer SoumoNS 

Ta: Distributian- 
From: Gfsg Whiting 

Subjacc Prepaid Hydrocarbon Companies 





Interoftice 

Memorandum 



Depaftmsftc North American Organization 
Date: August 22, 1997 


Overview 


This memo ss Intended to provide sn overview of tiie procedures for a fegaJ entity established to own certain prepaid oii 
and natural gas forward sales contracts. 


-CCiA_ 


r 

A Prepaid Contract is a transaction through which EC7R is prepaid by a third ^rty for fuujre oii/natura! gas delivenes. 
The counterparty in these transactions Is typically a ^xge bank. The term raif^es from 1 • 5 years. 

PurooSR nf Prepaid Contracts '~CSTWiXL..'Aj ^ 


The purpose of the Prepaid Contract is to provide cash flow to Enron Corp In order to meet its cash flow objectives. They 
are not intended to be income generating transactions. 


Accountino for Prepaid Contracts 
1. Company Setup 


Before a prepaid contract is closed, it needs to be determined whethera new legal entity should be created or one of the 
current prepaid legal entities should be reused. If a new legal entity is to be established several items is process. They 
are: 


• Have the new corporate entity given a name and Co. # 

• Have a bank account established through Corporate T reasury 
- Have an MSA company established through the Control Group 
« Have MSA access granted to responsible accountants 

• Have an A/R company established through the Control Group 

• Have the chart of accounts estabfished for the GL through the Control Group 

• Have the ECT Legal Dept issue the stock certificate 

• Have Tazpac estabfished through Corporate Tax Dept 

• Notify the ERMS book administrators and provide them with an amortization schedule for the 
discount 

• Provide a copy of toe discount amortization schedule to ECTR Cash Flow Group 

Note; These items should be completed one week prior to the anticipated closing date of the deal. 


2. Monthly Activities 

Each month, thee Prepaid Company must go to the market and purchase toe hydrocarbwis necessary to fulfill its 
contractual obiigation to toe counterparty (Long term supply contracts are also used to provide these hydrocarbons). The 
responsible accounting group should receive invoices, verify, and initiate the payment for these hydrocarbons. This group 
books these invoices to toe appropriate payable account and insures that the coding on toe check request/wire transfer 
form wit clear the payable. 

Vour Parsonal Best Makes Enron Best Communicate* Facts Are Friendly Batter. Faster, Simpler 
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From time to time, traders feei ftiat they an to ma^e a margin on tiades and will use the prepaid 

companies to house these trades. The responsible accounting group should treat any purchases as stated in the above 
previous paragraph. For arty sales, an invoice shojid be prepared, booked to tte appropriate reroiv^le ^ount, and 
sent to toe customer for payment When payment is received it is toe accounting group’s responsibility to make sure the 
payment is applied to toe correct receivable account and customer. 


ERMS accounting will be responsible for booldf>g a s^p with toe prepaid company to rrove any positive or negative gross 
margin to ERMS. 

The gross margin of these conpanies should always be very close to zero. A simple test is as follows: 

Sales (4921 Of 4630) -f Cost of Sales (8053 or 8000) -i> Swaps (4922) » 0 

Note: The numbers in parentoeses represent the ac^unt majorfor the respective categories. 

ERMS accounting will also be responsible for the amortization of the deferred asset created by the discount associated 
with toe cash fiow received. For example, if the gross amount of the prepay is $200M and discounted cash received is 
$150M, toe discount to be amorti^ is $5QM. 


Accounting Entries for Prepaid Hydrocarbon Transactions - Setui 
Entries to bs made on the Prepaid Hydrocarbon Co's Books 

1. Original receipt of cash; 

(Cash) 1310-999 XXXX 

(Wise Exp) 4265-999 XXXX 

(Sales) 4921/4830 XXXX 

This entry shows the application of cash for the transaction fee and prepaid sales income. 

2. Swap the value of the prepaid sales to Co. 364 (ERMS): 

(Swap Income) 4922-364 XXXX 

(IniercQ. A/H) 1460-364 XXXX 


Entries to be made on ERMS's Books 

1 . Receipt of Hydrocarbon revenue swap from the Prepaid Hydrocarbon Co.: 

(Imerco.A/R) 1460-AAA XXXX 

(Swap income) 4922-AAA XXXX 

2. Book the discount to be amortized over toe life of the transaction: 

(ST MTM liability) 2420-31 0 XXXX 

(IT MTM liability) 2530-31 0 XXXX 

(MTM Income) 4923-999 XXXX 

The balance sheet side of this entry must be divided between LT and ST 

Your Ptrsonal Best Makes Enron Best Commuolcate- Fasts Are Friendly 
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3. Input the value of the Prepaid transaction Utility into the appropriate risk book: 


(MTM Income) 

4923-999 

XXXX 


(ST MTM Uabiiity) 

2420-310 


XXXX 

(LT MTM Uabiiity) 

2530-310 


XXXX 


This entry will be made by the accounting person responsible for booking MTM income for the applicable risk 
book. Again, the balance sheet accounts must be divided between LT and ST. 


Accounting Entries for Prepaid Hydrocarbon Transactions - Monthly Entries 

Entries to be made on the Prepaid Hydroca/bon Co's Books 

1. To record the purchase of hydrocarbons to fulfill the contract and accrue the payable: 

(Purchases) 8000/8053 XXXX 

(AccL Payable) 2330-100 XXXX 

2. To record the swap from Uie Co. 364 risk book to cover the cost of purchasing the hydrocarbons: 

(interco. A/R) 1460-364 XXXX 

(Swap Income) 4922-364 XXXX 


Entries to be made on Co. 364 

1 . Swap the annuity value from the risk book to the Prepaid Hydrocartjon Co.: 

(Swap Income) 4922-AAA XXXX 

(Interco. A/R) 1460-AAA XXXX 

2. Amortize the Prepaid transaction discount: 

(MTM income) 4923-999 XXXX 

(ST MTM Liability) 2420-310 XXXX 

3. Reclass the first month of LT discount to the ST discount account 

(ST MTM Liability) 2420-310 XXXX 

(LT MTM Liability) 2530-310 XXXX 

4. Record the monthly annuity value rolling out of the risk book: 

(ST MTM Liability) 2420-310 XXXX 

(MTM income) 4923-999 XXXX 

NOTE: This entry will be made by the person responsible for booking MTM for the risk book. 
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5. Rectass one mon^ of LT llabP% to ttis ST to replace *e current rruanth rolling off: 

(LT MTM Liability) 2530-310 XXXX 

(ST 2420-310 XXXX 

NOTE: This entry will be made by the person respor^ibte forfaooWng MTM for the risk book. 


Miscellaneous Notable Items 

An amortzation schedule needs to be prepared for the discount associated witti die prepayment This schedule needs to 
be provided to the ERMS book administrators and to toe ECTR Cash Row Qroito' 


In order to reconcile the Daily Posrdon Report (DPR) to the genera! ledger for toe ^plicable risk book toe amount of the 
unamortized discount must be subtracted from toe DPR (toe traders use the DPR to judge their income position). This is 
due to toe fact that these transactions are undertaken for cash flow purposes, therefore toe traders are not responsible for 
the cost of obtaining the funds (the discount). When reconcifing between toe Max Exposure Report, DPR, and Genera! 
Ledger it will be similar to the following: 

Max E)^sure + Unamortized Discourtt « DPR 

DPR - Unamortized Discount = GL 


The intercompany accounts (1460-XXX si 9) between ERMS and the prepaid hydrocarbon company should never be 
settled in cash until the term of the prepaid contract has expired. The original balance in toese accounts should be 
the discounted amount of the prepayment. It will be amortized down as the monthly settlements are liquidated out of 
ERMS‘s risks books and passed to the prepaid companies via the intercompany account At the end of the prepaid term, a 
cash settlement needs to be made between toe ERMS and the prepaid company to dear any remaining balance. This 
remaining balance represents ERMS traders profit or loss during toe term of toe prepayment if toe traders lost money, toe 
prepaid company did not receive enough cash to cover toe purchases it made and must be reimbursed for this amount If 
the traders made money, the prepaid company received more cash than it needed to pay for its purchases and should 
forward the excess cash to ERMS. For example. Enron receives SI ,000 from XY2 Bank as a prepayment representing 
1 00 B5LS @ S1 0.00. If the ERMS traders can purchase the crude at $9.00/B8L they have made $1 .00/66L . The entries 
would be as follows (Please note that this example does not take into effect toe discounting of cash flows): 

Receipt of Cash flncome Effect = SO.OQ) 

PrspaJd Company. , 1310-999 $1,000 

4921-999 $1,000 


4922-364 $1,000 

1460-364 


$ 1,000 


ERMS: 


1460-XXX $1,000 

4922-XXX 


$1,000 


4923-999 $1,000 

2420-310 


$ 1,000 
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Monthly Entry Hncome Effect a S100.00> 


Prepaid Company. 

8053-999 

1310-999 

$900 

S9Q0 


1460-364 

4922-364 

$900 

$900 

ERMS: 

4922-XXX 

1460-XXX 

$900 

$900 


2420-310 

4923-999 

$1,000 

$1,000 

End of Term Settlement fineome Ftfert = 

S0.001 


Prepaid Company. 

1460-364 

1310-399 

$100 

SIX 

ERMS: 

1310-999 

1460-XXX 

$100 

$100 


Note that the absolute value of the Income effect in the example is equal to the absolute value of the balance in the 
intercompany (1460} accounts before settlement. If the intercompany balance on the prepaid company's ledger is a 
debiV(credit) balance this denotes that the ERMS traders lost/(made) money on the deal. 

This memo is only a guideline. Each deal has its own unique characteristics. Be sure to research any items that do not 
seem to be applicable to the above explanations. 
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Interoffice 
Memorandum 


To: Bill Brown Date: November 30. 1999 

From: Doug McDowell 

Re; Annual Review — 1999 

Bill. ■ ■ ’ 

Per your request, outlined below is a list of my acxxjmpli^ments for ,1 999 as well as my goais/objectives 
going forward. 



Rroject Yosemite 

$ 825 MM (5 year-S 750 MM Bond issuance, $ 75 MM Equity issuance) 

Utilized to create $ 800 MM of hinds flow via a unique prepay transaction embedded within 
Yosemite 

The transaction should serve as a blueprint for future credit-linked note structures thereby ensuring a 
permanent refinancing option and/or underwriting option for bank transactions. The structure provides 
the following benefits: , , . 

Achieves the corporate objective of stretching tenor and removing refinancing and event risk 
Blackbox feature 
- Rexibility for substitution 

-- Permanent funding for highly structured deals (immediate use is as a long-dated capital markets 
funding alternative for prepay transactions) • 

” Maintains existing balance sheet treatment of underlying transactions 
Relieves banks of Enron credit exposure and increases the investor base 
Credit' default swap option— No default swaps were allocated through this particular financing as 
the proceeds were used to fund the prepay: however, the option remains to reduce the prepay and 
sell default swaps if needed 

The prepay structure was also newly created to fit within the Yosemite transaction and is unique in its 
ability to eliminate or minimize any incremental credit exposure beyond the original notional value of the 
prepaid swap and thus lowering costs and bank exposure to Enron. 

Project Jethro — $ 500 MM Prepay 

Successfully closed a $ 500 MM prepay transaction with Citibank/Toronto Dominion on June 29, 1 999, 
under a very short timeframe. Ability to utilize a financially settled prepay with a modification to the 
commodity swap structure provided for savings of $ 300,000 in transaction costs. 

Jethro Extension-S 675 MM Prepay 

In September 1 999, extended and increased the original Jethro transaction as a bridge transaction into 
Yosemite. Incurred negligible costs with Citibank and minimized costs with TD. 


Your Personal Best Makes Enron Best 


Communtcate- Facts Are Friendly 
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Personnel 

Worked closely with Craig Clark. Jodi Coulter, Jung Suh, euid Catherine Rentz on the Yosemite and 
Jethro (prepay) transactions and actively provided guidance in order to develop their individual potential. 
Craig rotated early in the transaction but 1 believe botti Jocfi ^id Catherine did a fantastic job on 
Yosemite and both are ideal long-term' candidates for our group. 


Coals/Oblectives 

Yosemite: 


Department: 


Achieve dosing for Yosemite ii by the end of the first quarter 2000' 

Utilize the Yosemite technology to relieve. additional bank exposure as well as 
pursue opportunities to (i) develop the credit default swap market for Enron and 
(ii) create earnings 

Provide senior leadership to other directore and become more actively involved 
in the recruitment/management of managers/associates/anaiysts 
Pursue senior leadership role in a greater number of transactions in order to 
pursue the next level promotion to Vice President. 


Thanks, 

Doug McDowell 


Your Personal Best Makes Enron Best Conwiunicafe- "acts Are Friendly Better, Faster. p0gQQgQyg2Q3 
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To; Bill Brown 
From: Doug McDoweli 
Re: Annual Review— 2000 

Bill, 


Interoffice 

IVIemoF;andum 


Date: November 28, 2000 


Per your request, outlined below is a list of my a:complishments for 2000 as well as my goals/objectives 
going forward. 

Accomptishments « 

Enron Credit-Linked Notes (August 2000) 

$ 500 MM credit-linked notes (5 yr term) 

Utilized to create $ 475 MM in funds flow 

The Enron CLN represented an improvement upon the Yosemjte style transaction and created greater 
transparency/stmplicity and thus more liquidity resulting in considerably improved pricing. The 
transaction priced at approximately 50 bps above a comparable Enron bond. Also, significant savings 
were generated as the equity was structured such that it only required a charge of 30 bps fee per year 
(not a spread plus a base rate but an all-in fee only of 30 bps) The other benefits are described in the 
Yosemite !l description. In addition, the transaction was well received in the marketplace and generated 
tremendous momentum for the Osprey follow-on transaction which subsequently closed in October. 

Savings, generated on the upfront fees were approximately S 1 MM and annua! savings of S 5 MM 
were realized due to the favorable structuring of the equity tranche. 

Yosemite I! (February 2000) — Joint effort with the London office 

225 MM Sterling transaction (200 MM Sterling Bond issuance, 25 MM Sterling Equity issuance) 

- Utilized to create 200 MM Sterling of funds flow via a unique prepay transaction embedded within 
Yosemite II 

The Yosemite 1 transaction served as the blueprint for this transaction with the added difficulty of a large 
placement in the Sterling market. The structure provides the following benefits: 

• Achieves the corporate objective of stretching tenor and removing refinancing and event risk 

• Blackbox feature 

“ Flexibility for substitution 

- Permanent funding for highly structured deals (immediate use is as a long-dated capital markets 
funding alternative for prepay transactions) 

-- Maintains existing balance sheet treatment of underlying transactions 

• Relieves banks of Enron credit exposure and increases the investor base 

• Credit default swap option — No default swaps were allocated through Oiis particular financing as 
the proceeds were used to fund the prepay: hpwever, the option remains to reduce the prepay and 
sbll default swaps if needed 

The prepay structure is unique in its ability to eliminate or minimize any incremental credit exposure 
beyond the original notional value of the prepaid swap and thus lowering costs and bank exposure, to 
Enron. 


Your Personal Best Makes Enron Best 


Communicate- Facts Are Friendly 
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Other transactions: 

Net Works: 

Currently acting as the primary finance lead for tr^sacfions in Enron industrial Markets. Transactions 
under review and in process are as follows: 

• Falcon — Potential $ 1.3 Billion acquisition 

• Crane — Potential $ 400 MM acquisition 

• Canary — Potential $ 400 MM acquisition 

• MetaisUSA — Potential S 400 MM inventory financing plus 20 years inventory management 

contract. • ’ - - 

The inventory financing should serve as a mode! for future transactions with other clients. 

Overall, responsible for developing the capital structure for the “Paper Company" operations 
including the specific acquisitions. 

Rarsonnel 

Worked closely with Craig Clark, Jodi Coulter, and Catherine Rentz on the Credit-linked Notes and 
Yosemite 11 transactions and actively provided guidance in order to develop their individual potential. 
Craig did a great job on the CLN transaction and Jodi and Catherine were both critical in the closing 
process for Yosemite 11. 

Goals/Obiectlves 

‘ Close acquisition financing for the paper business during the first quarter 2000 

* Assist In creating financial products for the steel business to obtain access to physical products 

* Provide senior leadership to other directors and become more actively involved in the 
recruitment/management of managers/associates/analysts 


Thanks, 

Doug McDowell 


Your Personal Best Makes Enron Sest 
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Interoffice 

Memorandum 



To: Barry Schnapper 
From: Doug McDowei! 
Subject Deal Update 


Department EGF 

Date: {TIME\@ "MMMM d, yyyy"} 


Barry, 

Below is an update of the deals in process; 

Yosemite 3 

Represents a prepay financing option to be placed in the bond market. My understanding is that approximately $ 1 .4 
Billion will be required this year. However, approximately $ 700 MM may be forthcoming through the contract prepay 
being negotiated in the UK. The outcome of the UK prepay should determine if we need a prepay in the 2Q or later in 
the year. 

We have received proposals from about eight different institutions and narrowed it down to effectively two structures: 
Original Yosemite: Citibank 

Clean Enron 

Credit-linked Note: Citibank, Warburg. BofA 

With respect to institutions, the nod would go to Citibank due to its previous experience. By the 
way, the Warburg structured finance team is very good and has probably invested more time 
and effort than any of the other institutions. Need to consider them for a "Co-Lead” position. 


Key features of each structure are as follows: 

Original Yosemite 

’ Bonds effectively sdid as €nron credit-iinked notes 

• Black-box structure; No disclosure of underlying assets to ratings agencies or public 

Complete flexibility of substitution subject to Citibank approval 

Ability to amend underlying transactions with Citibank only 

Ability to refinance underlying transactions without the need to prepay the bonds 

• 144A w/out reg rights 

• Ability to term-out prepaid financings 

• Modified prepay structure eliminating the need for costs/addition^ exposure of a third bank for hedging 
commodity risk 

• Ability to closed in approximately 1 month ^ 

• issues: Pricing of basis ri^ for underlying transactions 

Complicated prospectus/settlement mechanism 


Credit-Linked Note 


Respect 

=Ofm OCO-159-1 i7/S2) 


Integrity 


Communication 


Excellence 


ECaOOOQ78301 



1937 


{styleref ‘'Subject"} {DATE} Page {PAGE} 

Provides basicaiiy the same features of the Original »Yosemite structure with the following modifications; 

• Expanded investor base/pricing benefits if able to sell as a registered transaction 

• Simplified marketing — able to disdose the peimitted inyesbnents 

• Simplified settlement mechanism 

• Reduced dependence on the swap counterparty (i.e. Qtibank) 

• Potential for no equity certificates 

• issues: Use of Citibank balance sheet 

Potential for Enron as co-registrant 

Potentiai for SEC scrutiny of Enron purpose behind transaction 

Probably would take ab(M4 4 months (start-to-finish) — may require a bridge — prospectu: 

needs to be written in plain English 


PrepayiRevoMng Facility 

The basic premise is for Citibank to fund a bridge prepay (approx. 180 days) and then purchase Enron credit default 
swaps from a syndicate group of banks. 


Yaur Personal Best Makes Enron Best Communicate- Pacts Are Friendly 
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Interoffice 

Memorandum 


To: Bill Brown Date: July 14. 1999 

From; Doug McDowell 

Re: Mid-year 1999 review 

/ 

Bill, 

Per your request, outiined below is a list of my accompriishments for tfte first half of 1999 as well as my goals/objectives 
going forward. 

Accomplishments 

Project Jsthro-S 500 MM Prepay 

Successfully dosed a $ 500 MM prepay transaction with CitibankrToronto Dominion on June 29, 1999, urtder a very short 
timeframe. Ability to utilize a financially settled prepay with a modification to the commodity swap structure provided for 
savings of $ 300,000 in transaction costs. 

Project Yosemite-S 1.5 Billion Securitization/Default Swap structure 

Conceptually defined a structure which wili provide for the release of approximately S 1.5 Billion in bank capacity for 
future Enron transactions as well as providing an outlet for the substitution of new transactions upon maturity or early 
termination of existing Yosemite assets. The ultimate transaction should serve as a blueprint for future credit-linked note 
structures thereby ensuring a permanent refinancing option and/or underwriting option for bank-led or bank-structured 
transactions. In addition, the introduction of long-dated credit derivatives on Enron credit should prove beneficial going 
forward as well. • 

Personnel 

Worked closely with Craig Clark, Jodi Coulter. Jung Suh, and Catherine Rentz on the Yosemite and Jethro (prepay) 
transactions and actively provided guidance in order to develop their individual potential. 



Yosemite: * Achieve fin^cial close by September 1999 

’ Modify the prepay structure as well as the Firefly transaction in order to minimize or eliminate 
any credit exposure for Citibank and correspondingly iower the cost of executing the Yosemite 
transaction 

Department: ’ Provide senior leaderehip to other directors and become more actively involved in the 

recruitment/management of managers/associates/analysts 
* Pursue senior leadership role in a greater number of transactions in order to pursue the next 
levei promotion to Vige President; 

Thanks, , 

Doug McDowell 


Your Personal Best Makes Enron Best Communicate- Pacts Are Friendly 
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Interoffice 

IVIemorandum 


June 14, 2000 

From; Doug McDowell 

Re; Mid-year 2000 review • * 

Bill, ■ ^ ■ 

Per your request, outlined below is a list of my accomplishments for the first half of 2000 as well as my goals/objectives 
going forward. 

^Accomplishments 

Yosernite^--200 MM British pounds-Closed February 2000—7 yr. Bond financing (Prepay) 

Worked with the London team to close an approximate S 375 MM bond financing to support a prepay transaction which 
generated the equivalent amount in funds flow. Yosemite 2 duplicated the structure created in Yosemite 1 and we 
managed to term out the prepay to 7 years (firet time beyond 5 years) with no amortization which helps to relieve the 
pressure on refinancing in the short term as weiJ'as a better match of the underlying PRM assets. 

Work-in Process 

Yosemite 3-$ 750'-$ 1 Billion transaction (prepay or FASB 125 takeout) 

Have worked with Citi/Solly to modify/improve the structure for both distribution (public vs. private) and improved pricing. 
Yosemite 1 & 2 were the largest single issuer CLN’s ever done and Yosemite 3 will be unique if done as a public 
transaction. Model may be utilized as a permanent takeout structure for FASB 125 transactions. 

Citibank Prepay Revolver (3 yr) 

Provides revolving capacity to issue short-dated (180 day) prepaid swaps that could then be refinanced via yosemite or 
another structure. Fundamentally the structure should work — open question as to whether we need to secure this 
capacity or not. Use of credit default swaps for syndication could be an effective synthetic syndication tool. 



JEDi Unwind 

Will potentially result in: 

• net retirement of 8 MM shares into treasury stock (improves pro-forma ROE by approximately 0.5% and EPS by 
approximately S 0.01/share and will eliminate forthcoming volatility associated with the Enron stock held by the 
JED! spv). 

• Funds flow treatment of approximately S 400 MM 

• Take-out structure for jedi assets via FASB 125 will likely represent a model for permanent takeout of other FASB 
125 transactions. 


Your Personal Best Makes Enron Best 


Communicate- Facts Are Friendly 
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{styleref "Subject"} 


Goa!s/Obiectives 


{DATE} 


Page {PAGE} 


Jedi Unwind 

Yosemite 3: 
Department: 


Achieve financial close by September 2{XK} (term of a PASS 1 25 for the Jedi assets which 
maybe utilized as a mod^ for other FASB 125 a^ets) 

Achieve financial close by September/Octofaer 2000 

Provide senior leadef^lp to other cfir^ore and become more actively involved in the 
recruitment/management of manager^associates/anaiysts 

Pursue senior leadership role in a greater number of transactions in order to pursue the next 
level promotion to Vice President. 


Thanks, / 

Doug McDowell 


Your Personal Best Makes Enron Best Cornmun>cat&- Facts Are Friendly 
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January 21, 2000 


Andrew Walker 

Milbank, Tweed, Hadley & McCloy, L.L.P. 

International Square Building 
1 825 Eye Street, N. W., Suite 1100 
Washington, D,C. 20006 

Re: Tax Forms and Administrative Matters for Delta Energy Corp. 

Andrew: 

I hope that your New Year’s holiday was enjoyable. I would like to follow-up 
with you regarding the tax maintenance items we discussed last year for Yosemite I. 
Based on the withholding analysis we performed, we came to the conclusion that Delta 
should provide Enron North America with a W-8BEN as well as a W-8IMY. I have 
attached those forms with this correspondence. It is our understanding that these forms 
need to be in place prior to April 14, which is the first payment date on the Enron/Delta 
swap. Also, with regard to Delta’s 8832, are you aware of whether that form was filed 
with die Service? We understand- that the latest date on which the form may be filed in 
ord^ to claim an effective date of November 18, 1999 (Yosemite I closing date) is 
February 1st. As you may recall, we also discussed filing a Form 8865 with respect to 
the transfer of $800 million by Yosemite to Delta under the Delta note. It appears that 
Yosemite will be required to file the form but it is not entirely clear whether Delta needs 
to file. The only other issue that requires resolution is the tax and financial accounting 
responsibilities for Delta. Does Citibank plan to arrange for these services on Delta’s 
behalf? I would \^ry much appreciate your assistance in resolving these outstanding 
matters. Please contact me if you require any additional informatioa 


Best Regards, 


Ann Marie 


Permanent Subcommittee op Investigatiops 
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Interoffice 

Memorandum 


Department: Global Finance Tax 
Date: November 26, 2001 


FACTS 

On November 18, 1999, Enron Corp. (“Enron”), an Oregon corporation, and Long Lane 
Master Trust TV (“Long Lane”), a Delaware statutory business trust, formed Yosemite Securities 
Trust I (“Yosemite”), a Delaware statutory business trust, Enron and Long Lane each contributed 
$37.5 million in cash to Yosemite in exchange for certificates of beneficial interest that bear an 
annual yield of 11% (the “Certificates"). Yosemite then issued $750 million worth of Linked 
Enron Obligations (“LEOs”) to qualified institutional buyers in a Rule 144A offering under the 
Securities Act of 1933. On December 30, 1999, Whitewing Associates, L.P. ("Whitewing”) 
purchased a portion of Enron’s Certificates for a $33,750 million face amount plus accrued but 
unpaid interest. After this purchase, the Certificates were owned 50% by Long Lane, 45% by 
Whitewing, and 5% by Enron, . . 


The LEOs are supported by Yosemite’s $25 million note receivable fi-om Enron (the 
"Enron Note”) and an $800 million note receivable from Delta Energy Corp. (the “Delta Note” 
and “Delta”, respectively), a Cayman Islands exenpt limited liability corrpany. The Delta Note 
and the Enron Note are Yosemite’s sole assets.' The Enron Note is an unsecured recourse 
obligation of Enron. Yosemite’s right to repayment under the Delta Note is secured by a series of 
swap transactions consisting of an $800 million prepaid commodity swap between Delta and 
Enron North America Corp (“ENA”)^, a Delaware corporation, a fNed for floating commodity 
swap between Delta and Citibank, and a fixed for floating commodity swap between ENA and 
Citibank. Enron has provided a financial guarantee in fevor of Citibank witlt respect to ENA’s 
ob%ations under the fixed for floating swap and a financial guarantee in favor of Delta with 
respect to ENA’s obligations under the prepaid swap. 

For U.S. Federal income tax purposes, the Yosemite transaction is treated as follows: (I) 
Yosemite is treated as a partnership; (2) the Certificates are treated as evidence of a partnership 
interest in Yosemite; (3) Enron, Long Lane, and Whitewing are treated as partners in Yosemite; 
(4) The LEOs are treated as indebtedness of Yosemite; (5) the Delta Note is treated as 
Yosemite’s partnership interest in Delta; and (6) the swap transactions are treated as a single $800 
milHon loan from Delta to ENA. 



From: J. Brent Vasconcellos 

Subject: S750 Million Yosemite Debt - Recourse v. Nonrecourse 


' Yosemite also has entered into a credit derivative agreement with Citibank in order to provide credit 
enhancement for the LEOs, but the Enron Note and the Delta Note ultimately support this agreement. 

^ Note that the prepaid swap and fixed for floating swap with Delta and Citibank are in fact recorded on the 
financial accounting books of (RMT Liquids], a division ofRisk Management and Trading Corp., a Deiawats; 
corporation and wholly-owned subsidiary of ENA. 
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ISSDBS 

1. Are the LEOs characterized as a recourse or nonrecourse partnership liability of Yosemite 
pursuant to Section 752 and the regulations thereunder? 

2. Assuming the LEOs should be characterized as a nonrecourse partnership liability of 
Yosemite, in what proportion should the liability be allocated to Yosemite’s partners 
pursuant to Section 752 and the regulations thereunder? . 

CONCXUSIONS 

1. The LEOs should be characterized as a nonrecourse obligation under Section 752 and the 
regulations thereunder. 

2. The LEOs should be allocated among Long Lane, Whitewing, and Enron in proportion to 
each partner’s percentage interest in the Yosemite certificates. 

DISCUSSION 

Section 752 Regulations 

Dejinition of a Nonrecourse Partnership Liability 

A partnership liability is nonrecourse to the extent that no partner or a related person, (as 
defined by Section 267(b) or Section 707(b)(1)), bears the economic risk of loss as set &rth in 
Section 1.752-2,^ A partner bears an economic risk of loss for a partnership liability to the extent 
that, if the partnership constructively liquidated, the partner or a related person would be 
obligated to make a payment to any person because the liability becomes due and payable and the 
partner or related person would not be entitled to reimbursement from another partner or a 
related person of another partner.'' Under a constructive liquidation, the following is deemed to 
occur*: 

a) All partnershp liabilities become payable in fiill; 

b) All partnership assets, including cash, have a value of zero; 

c) The partnership disposes of all of its assets in a fully taxable transaction for no 
consideration (except for relief fi-om liabilities for which the creditors’ right of repayment is 
limited solely to one or more assets of the partnership); 

d) All items of income, gain, loss, or deduction are allocated among the partners; and 

e) The partnership liquidates. 

Allocating Nonrecourse Partnership Liabilities Among Partners 


* Trcas. Reg. § 1.752-l(aX2). 

' Treas. Reg. § 1.752-2(bXl). 

* Treas. Reg. § !.752-2(b){l)(i)-(v). 
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Once a determination has been made that a partnership has a nonrecourse liabihty, the 
liability must be allocated to the respective partners pursuant to Section 752 and the regulations 
thereunder. Generally, a partner’s share of nonrecourse liabilities is equal to: 

a) The partner’s share of minimum gain as determined under Section 704(c).* 

b) The amount of any taxable gain that would be allocated to the partner if the partnership 
disposed of the partnership property (in a taxable transaction) subject to one or more nonrecourse 
liabilities in full satis&ction of the liabilities and for no other-consideratioiL'^ 

c) The partner’s share of excess nonrecourse liabilities of the partnersh^i (those liabilities not 
allocated among the partners under (a) or (b) above) as determined by reference to the partner’s 
share in partnership profits.® 


S750 Million LEOs Issued bv Yosemite 

Nonrecourse Liability 

Under a constructive liquidation of Yosemite pursuant to Section 1.752-l(b)(i)-(v), the 
following steps would be deemed to occur. The LEOs would become payable in full. The Enron 
Note and the Delta Note would have no value and Yosemite would be deemed to dispose of the 
Enron Note and the Delta Note in a taxable exchange for no consideration. If Yosemite is imable 
to repay the LEO holders, none of Yosemite ’s partners are obligated in any manner under the 
transaction documents to make a payment to any party. Enron’s guarantee of ENA’s swap 
obligations is not relevant because Yosemite’s right to the swap repayment proceeds is derived 
solely from repayment of the Delta Note, which is deemed to have no value under the Section 752 
constructive liquidation. Therefore, because Long Lane, Whitewing, and Enron would not bear 
the economic risk of loss with respect to the LEOs, the LEOs are a nonrecourse liability of 
Yosemite. 

Allocation of the LEOs Among Enron, Long Lane, and Whitewing 

Pursuant to the Yosemite trust agreement, a Certificate holder is entitled to an annual 
yield equal to 1 1% on the foce amount of the holder’s proportionate share of Certificates. Yield 
is payable semiannually as a distribution from Yosemite to the Certificate holder. Further, upon 
termination of the Yosemite transaction, and to the extent that sufficient value exists within 
Yosemite after the LEOs are fully repaid, a Certificate holder is entitled to a distribution from 
Yosemite equal to the fece amount of the holder’s proportionate share of Certificates. 
Accordingly, Long Lane, Whitewing, and Enron are each entitled to an 1 1% annual yield on their 
proportionate share of Certificates and, upon termination of the Yosemite transaction, repayment 
of the face amount of their proportionate share of Certificates. 

Therefore, pursuant to the allocation method for nonrecourse liabilities under Section 752 
and the regulations thereunder, the LEOs (principal amount plus accrued but unpaid interest) 
should be allocated among Long Lane, Whitewing, and Enron in proportion to each partner’s 
percentage ownership of the Certificates. 


®Treas.R«g. § 1.752-3(aXl). 
’Treas.Rsg. § 1.752-3(a)(2) 

' See Treas. Reg. § 1.752-3{a)(3). 
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Mr. Ross Kirschner 

Permanent Subcommittee on Investigations 
Skmate Committed on QovemmentaJ Af5it» 

199 Russell Innate Office Building 
Washington, DC 20510 

Enron Corp. 

Dear Ross: 

As we have discussed, to date Enron Corp. C^e Company”) has experi- 
enced difficulty in locating documents related to the accreditation process of trading 
OMinterparties, including Delta Energy and Mahonia, as requested by the Subcommittee. 
In addition to the Company's limited resources in bankruptcy, the Company has and 
continues to experience significant attritiem among its employees. I am advised that the 
resulting lack of institutional knowledge has been an i^preciabie impediment to the 
Company's ability to fUlly respond to the myriad of requests fmm the Subcommittee and 
other governmental agencies. 

As you know, the Company has devoted substenrial resources to respond- 
ing to the Subcommittee's numerous subpoenas and will continue to do so. The 
Company is continuing its efforts to locate the referenced documents and is willing to 
discuss any suggestions or information ^at foe Subcommittee may have which could 
assist foe Company in its efforts. 

Sincerely yours, 

Susan DeCiercq 
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ENRON RISK ASSESSMENT AND CONTROL 
DEAL APPROVAL SHEET 


DEALNAMEj 

APEA Tax Exemirf P^iay 

Date BASS Completed: 

April 9, 1999 

Counterpai^: 

Mierican i^Ilc &ie^ A^ni^ 

BAC Manager: 

■Christopher Smith 

Business Unit: 

Enagy Finance 

WestOrigtoatkm 

Investn^^ Itype: 

Gas IT^yment 

Badness Holt Origmator: 

Saitora McDonald/Lard Dyer 

Capital Funding Source(s): 

N/A 

□PubEc nPrivate 


Expected Clodng Date: 

April 9, 1999 

□Merchant DStrategic 


Ebq>ected Funding Date: 

April 15. 1999 

□Conforzoms DNonconfonxdns 


Board Approval: OPending □ Reedved □ Denied □ N/A 


DEAL DESCRIPTION /Wease refer to fte attached Transaethn Diavmk 

Hie AREA Tax Exempt Prepay Transaction- {tfie TrMsar^’} is structured as a twelve (12) year nafcral gas sale in which Biron Natural Gas 
Msutetir^ Co^. fH'IQMC?) vll receive approxlnttety ^804285 miffion via American PtABc Ene^ ^ers^s fAPEA") isK^ice of tax exempt 
Obonds; AREA Is a Nebraska public agency authorized to Issue tax-exempt bonds. Standard and Poor^ has rated fte Bonds, and the 
associated structure, AA-. As ccmslderatfon for the pr^aymerit. BiGMC wIB be obligated via a Gas Purchase Agreement C^PA") to deliver 
natoral gas to APEA, over toe noted tenure; the notional gas quantity associated wito the transaction is 155,234,192 MMBtu. 

The prepa^ent a^porfs Gas Sale Contracts whkto APEA has negotiated with the following public enffies (“Publks*), oirer the par&itoetfoaHy 
referenced term; (i) Nebraska PubBc Gas Agency (5 years); (E) Sacramento (CaWomia) Wuncipal Utitity District (4 years); (i«) City of Pasadena, 
California, Water and Power Department {3 years); fiv) City of Glendale. CaBfomia (4 years); and (v) Public Uti% District Nq. 1 of Clark County, 
Washm£^ (3 years). The Gas Sale Cwitiacts offer, among otoer to'mgs: (i) Index minus* gas; and {Q annual eire^reen renews provisions. Hie 
ejqiectaSon Is that the availabitity of ^idex mtous* gas wiB give the respo^ par^ focentive to renew its Gas Sale Contie^ However, ECT wBI 
enter into a Gas Re-marteting Agent Agreement to place the gas with ^er puixtoasers to the eijent any of the RjbEcs default or fail to renew. The 
documentation peimits redesignation of deTiveiy points, with corre^ncfir^ changes to the applicable index references. ECT is paid a fixed amount 
®0.01/MMBtu of gas) to act as Re^narketing Agent 

To eliminate market risk eigxjsure to the bondholders and crecfit eigjosure to APEA, two financial swaps wBI be fransac^d. APEA enter into a 
floating-for-fixed swap with toe Swap Counterparty (The Chase Manhattan Bank, AA- rated), and &iron Capital and Trade Resources Corp. (“ECH) 
will sep^tefy enter toto a fixed-for-floating swap vrith toe Swap Counterparty, under ECTs existing ISOA Agreement Due to accoimting and tax 
wsncems toe lvw> swaps carmot be dfrecl^ Tuiked or cross-defaulted. In onfer to enter toto the swap cwitracts on an economicaiiy feastole ba^s, and 
to eliminate APEA wedit ri^ from toe structure, BIGMC wiB enter toto a Margto Agreement vrith APEA. The Margin Agreement wiB be assigned by 
APEA to Oiase to secure any swap termination payment that may be due to Cha^ by APEA. 

Anymoirementoffondsassaaatedwth toe Transaction, vwth toe exception of file swap among ECT and the Swap Counterpart, will be channeled 
ftrough a Trust the strengto of this sfructure has been affirmed via Standanl & Poor’s AA- rating on the bonds. In the event of an early tennination, 
ENGfliK; will pay APEA a termination payment that wilt be suffident to redeem the Bonds. Any tennination payment vrii! be paid cfirectiy by toe 
fTOviders erf a performance surety bond (50% AIG aid 50% Chubb). Enron ^rp. «^Id toen be obligated to indemnity the issuer of toe surety bond 
under a pte-exis&ig agreement. Enrwi’s obfigation to pay termination damages iwH be limited to toe amount of toe surety bond. 

TRANSACHON SOURCES AND USES OF FUNDS: 

HieTransactiOT is a natural gas prepayment in which ENQMC wffl be receiving aj^oxtoiately $280^05 miflion. The transaction wiH result to 
totere^ savtogs to the range of $8-10 milSon over toe next twelve years. Due to the nature of the Transaction no RAROC has been run. 

EXISHNG EXPOSURE 

ECT current has an ejdenstve relationshp with The Chase Manhattan Bank. KTs ftiancal exposure is governed via an ISOA that was originally 
put to frfaje to 1984. ^ of the dose of bustoess, Aprti 7, 1999, ECTs aggregate eiqwsure with Chase was out-of-lhe-money approwmatefy $10.6 
million. 


Permanent Subcommittee on lovestigations 
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RAC Approval Sheet 
NQN-HePGABtE HDIOSYNCRATiO RISKS: 


Deal Name: 


msK 

0£SCi?/PD0N 

miGAVomomBffs 

legal Risk 
a) Securities risk 

The bonds are Issued to the pid^Iic, and are 
sut^ect to federal and sUte secuntes laws. 

Ws have disdamed obligations and 
responabily teganing disclosiae under 
the official statement issued m coimeoBon 
with the bonds. Furlhennore, Enron Is not 
the prtaaty obligor on the bonds. 

b) Loss of tax exemption 

The bonds are sold as tax-exempt 
obfigafons. Tax laws may change, or tfie 
IRS may chaUenge tiie tax exemption tor die 
bonds, ifitisdetemuiedthatthebondsare 
ruit tex-exempt i^il^tions, APEA coukt 
encounter iav^its. Loss of tax exemptbn 
itself would not constitute a default under 
the bond resoludon. However, if sudi loss 
of exemption resute from a breach of APEA 
in te obligations under the Bond Resolution, 
su^ breach witi rxmstitute a Tiiggering 
Evenf and die GPA ^ be terminated early. 
Care has been taken to insulate ENGMC 
and ECT from OabSilykom bondholder suits, 
However,- APEA fe not heavily capitalized, 
and it ts pos^le Enron would be 

namedasadefendanl 

Kutak Rook, as bond raunsel, will issue a 
tax opinion. Enron will receive a reliance 
letter enStling it to relj on that opinion. 

f 

Alternate Delivery Point/Physical Gas 
Risk Premhim 

ENGMC and APEA may nnituaily agree to 
change to an aitemate, Rqukf, d^)toiy pnnl 

Two of the initial sales coitracto Include 
spedtic !lexjbi% to move to a previously 
spedfled aitemate delivery location upon 
flirty days notice. 

This risk has largely been mitigated by the 
mutual consent required under the GPA 
The Transadion has been strucfts^ 
assuming that aH of the gas under toe two 
contracts with specHtc flexibility was taken 
at toe detivery loc^'ons with toe highest 
index premiums. 


3.6 cents/MMBtu of phydcal risk premium 
has been factored tofo the transaction. 

If ECT should be called upon to re-market 
gas, m vdi control where the gas is soM. 
ECT has an opportunity to market 
additional gas to WBaf purchasers 
(quanthies under cunent contracts with 
Publios represent 25-33% of their average 
loads) or to seek new purchasajs In 
locations with index premiums below the 
previous tocation. 



If APEA re*mari(ets toe gas, BJGMC has 
toe opportunity to say *no* to any delivery 
location whose cost of d^nrery exceeds toe 
index premiian at the pre\nous location. 



In concision, on an aggregate ba^, 
sufTxtient funds are av^le to pay Biron's 
pi^^i cash desk premiums given our 
control over the selection of alternative 
defivery points. Notw^stancting toe risk 
cuirent tren^ctions v<»to the Publii^ are not 
renewed, ECT can look to re-market the 
gas to any municipal purchaser. I 


CYTEMPSDASadoc 
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RAC Bea! Approval Sheet 
EailyTennination 


a) Klismatch In terms of GPA and 
Gas Sale Con&acts witii Publics. 


b) Publics sell generation 
capability; growing trend in 
public povi^rm^lcet 


c) Event of defaidt on the bonds 
caused by non-payment of APEA 
or gas purchasers (PubHcs). 


ENGMO has a la-year obOgation to deliver 
gas to APEA. APEA sells file gas to PtfeBc 
entitles under contracts wfth terms of 3 te 5 
years. APEA fe retired b sell at feast 90% 
of the gas, h aggregate, lo Publb entires 
over the entire 12-year term. EOT acts bs 
AREA'S re-marteting agent 

The initial contracts permit early termbation 
Pubiics no longer con^e natural gas. 

Early termination may result in ENGMC 
havmg to pay more than current market 
v^ue of i^^red gas. Ths rek is 
reduced as bond amortization occurs over 
tkne. 


Deal Name: 

While ttie pricmg under the contract Is 
e}dremeiy at^dive vie e^qiect aQ of 
the PubHcs to renew tiie tontracts through 
tiie entire 12^aj- term. ECT has 
^bstantial in rewnarketing tiie 

gas. The prfcing, defivery poht flexfbiTrty 
^ sl^ tfie market sigrtitic^tly reduce 
tills ri^ 0IGMC largefy contiols whether 
a termination ev^ occurs. 

The re-maiking arrangement permte ECT 
to aflempt to tind new tax-eirompt buyers 
on a best efforts basis. Under^g 
connote p^it d^very point fleidbilibr. 
The amtracts rec^ire W*EA to sell gas onfy 
to public entities that meet rmnimum aedlt 
criteria. Temihation for navpa^ent is 
further limited by the presence of llquicfity 
reserves funded by bond proceeds and 
surplus funds of APEA. 

Termination due to non-renew^ or ECTs 
ipabnity to find suM}ie purchasers is 
unlike^ due to: 

{QPffcing to tiie Rubles is based upon the 
delivery point specific 1** of month index 
less 4*5 cents/MMBtu; (u) the contracts with 
the Publics, after the initiaj term, renew 
automatically on an ^nuai basis unless 6 
montiis notice is fHowded; (I) ECT has tiie 
right to re-market gas at any liquid trading 
point in the country, {Ir^ Pt^lic entities in 
the U.S. consume, on average, in excess of 
2 Bc^d; (v} AREA'S current contract 
quantity with each Pubtic entity represents 
25-33% of the entit/s airarage gas use; (vi) 
ECT can re-market up to 10% of the gas ki : 
aggregate to any entity. This 'bacf use i 
I represents 14 months of sales. 

Early Termination due to sale of 
purchaser’s generation units or toss of io^to 
is mitigated by the requ^ent that the 
prepaid gas is the last used in the 
Publics' system. If a efivestiture trend 
develops in pubtic power, municipal gas 
LDCs and other tax-eirampt entities sudi 
as schools. hosj»teto and goiramm^tal 
loads vi^l be targeted for re-sales. 


C:\TEMP®ASH.doc 
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D^Name: 


RAC Deal Approval Shed 
HEDGABLE OR MARKET RISKS; 


Foreign Bcchange 
Risk 

N/A 

Inie^ Rate Bisk 

UBOR swap to be executed shwltaneou% with the sale of the municlpai bonc^ interest rate hed^ wiB 
effecMv lock m an atkat^ve twelve vear borrovrinq rate for BTT. 

Credit Risk 

Hie structure of the Transacbon has been designed to efnilnate APEA cred^ risk. This is suxomplished via: § 
the eskiblishment of a Trust - with the exception of the swap eunong EOT and ttie Swap Coimten>artyr all funds 
wi Ire channeled biroi#i bie Tni^ % e:q} 0 sure k) market Is mi%a^ wa Sie ^ap among ECT and bie 
Smp Counterpart, and the Margm Agreement amcmg SiGMC £uid APEA, for @ie of the Swap 

Counterjrerty and BiGMG. Thus, ECT/ENGMOs aedit risk si tfie Transaction Ses priman^ with non- 
performarree of the Sv\rap Counterparty (Tire Chase Manhattan Bank) whir^ is rated AA-. 

Risk of non-payment by kie Pubffcs ^dmg to eaify temrinafon (rf GPA) mitigatdl hy impossig credit 
requirements prior to sale and permitting termination of the respedive Gas Sals Contract if payment is not 
received within rive days of due date. i 

miilEIilBBi 


Commodity Risk 

! In the e\rent of an Eariy Termlnariai, ECT may be forced to rehedge ite portion pursuant to Its swap vwbi bie 
Swap Counterparty, If the Swap Counterp^ refuses to a negotiate an unwtod of the swap. Fm^ciai 
Incenrives have been (riaced both in the f^gtn Agreement and the Svrap Conflrmarion among ECT ^d riie 
: Svrap Counterpart/, to mhioata this occurrence. 



a Immediately s^icatable at current capita) price 

0 Syndication within one year at ctnrent capit^ price 
a Not syndicatable at cufrenl capital price 

a N/A 


APPROVALS: 
RACMan^ement 
Enron Natural Gas Marketing 
Inc. 

Bu^ess IM Ori^tor 
Business Unft Origmator 
Business IMlegsd 
^usir^ssUnitMgmt 
Business UnitMgmt 
EOT Trading 
ECTStrur^ring 
EOT Mmagement 
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KAC Deal Approval Sheet 


Deal Name: 


DEALDERNrnONS 

KtIBond A of aedil or surety boTKl delved at the time di of a bid (t guarantees that H ^ bidder is awanled the project 

fi^at is fite ^ect of tte bid, the t^der wU exsoite the re!e\^ |hc^ documents in acc(»'dance w% ttie terms of the bnider's bid. 

DealDescriofon shcHtwrittertsimimay^fteinves&nent 

Deal Name Unique name for an owestmatt/deal usua^ defmed by Ca^ direi^ or Busness Unit Orl^ator. 

DedRi^P^fctmffil Premium for a deal derivKi by a comparison of tha transaction voiatilify of returns to historical secBx- votafiDty of returns; 
addiSona^ ino^porates ^y other adjushnents f«-r^ specife to 8te transac&sn. Prenvum could be negative if flte Irsts^'cm less risk 

tirem s reflected m the unadju^ ca;^ price. 

Caifei Commirnient fSM) Expemed presemt value cash oufliows it the transaction. 

Ea}ected IRR (%) the dtKXjunt rale at which the net presatt value of the ejqtected cash flows trauid be equal to zero. This meaaires the 

expected retem of tie iransacfion but does not Incorporate a measura of risk. 

NPV QCapital Price f$M) Net Present Vakre at tie Price discourrt rate. 

Ri^-Frae Rate (%) the rate derived by weigh&ig Treasury curve rales by the expected cash flows in the correspondmg periods. 

Type of Investment Si^ific t^e of frivestnenL F« mtample, VPP, LP. loan. eqiBty, alliance, liebt, derivatives, refinance, and physical sales. 
Somefines refened to as in^rmtwrt Type. 

Value at Ri^fSM) The loss ii vafue over a specified period of time (quarterfy, daBy, etc.) v^h will be exceeded wth a certain probability. 
Evakiated based on market comparables. 


CATCMP®ASH.doe 
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Tax Exempt Financed, Prepaid 
Gas Supply; Transaction Diagram 



Note; Subscript “n” represents any of a number of liquid delivery points, initial delivery points 
are; N. California Border (Malin), S. California Border (Topock), Permian Basin, Sumas, AECO 
and NNG Demarcation. 
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' w^R-ee-igsB i3-*29 

^P?DARI> 

&P,0,QKS' 


Eci I^a)usrRI«. SSMICE 


ISSUER: AMERICAN PUBLIC ENERGY AGENCY, NEBRASKA 


NEWRaTOIG , , . ^ « 

S3(Kl ffijjaon $ss sa^ rev bud* (JJdrada Public Gas Agcn^-Wesicni A Projeci) 
1999AdRi 04/01/1999 diu 06/01/2011 




RA.nWWJJE 

Ammcao Puhiie Siergy Agea?/! (APEA) bonds zjt nBed '/LA-’ as a smeautd Rdcg. Bond precceds 
will K twelve-year gas si^rjriy thu AP^ Is purebving from £000 Natuia! Cos Maikeemg Coep. 


(BNCMC). 

OTGMC is a wbolly-owned suba'dizry of Eoroa (^itsl i&d Tn4e Resources Cenp:, 'viuch, in turn, is a 
wboUy-ewned subsidi^y uf Enron Cerp. SMGMC is net rated by Standard St Poor's- BMGMC's obligadotis 
ai« suppors^d iv a surety provided by Ameriesa Rome AsnuaDce Coa^aay aod by Fedosl limirasee 
Company v^sfb arc each rued *AAA* by StaBdarf A Poor's. The surety itfovldera sre severally, b« «« 
jointly liable {or 5014 of the surety obligadoa. They must be rated at least 'AA*' throughout die life of (be 
transacdoo or must be icplseed widi an i^npriatciy rated softly. 

HiB bec&otie of ^ tnnaactian't credit rating it the ibrkhold rstiag for the surety providai and die 
resolutlw’s pro^rion for die msudaioiy extiurdmary redoapdoft of die bonds. Ihido tpedned conditions; 
the BassBcden is unwoond, the bonds are colled asd pr oe wiis of die saay are used to redre all outstanding 
bruids u didr amoRited price. The defioidve amortized price schedule wil! be set Ibllawnig jmeiAg aad may 
be le^ ftan w greater iboa the bonds par amount, depeadmg t^on the diseeuftc or pmsium paid tor die bonds. 

Sioald APEA and its members £ul (o take or pay fbr gas fia* 30 er more days within « twelve momb 
period, ihea Enron has the right to declare a triggering event wls^ vviQ unwind the transnoion and lead to the 
bontte' reden^dan. Until Eflioa decbies a eiggmng evem, Enron retains ibe gas and k must fay aPEA iat 
gas not ralfgn This wdU eithet provide APEA w’di Ae Snaneal resources needed to pay hoadhoides or «UI 
provide Enren with die fiaenciel ineesdve to unwind the irnnsaet^. Funber ceeortty Is provided by die 
tequir«Rieu diar a trigg^ing won matt be declared by Saroa if an eveni of de&uli under die APEA bond 
remliirioa occurs. SimSariy, APBA Rsra declare a oiggertng event if Bsren delbuls in its obligations. 

Paro'Bl bond redeniptioaa are cor perrnmei hnparanriy, (!» proceeds of dto surn^ are dedicated 
etehtfively to the bondhotdenL 

The swap beoveea AREA and The Chase Manbattaa Bask whldi is rated AA*, Is also tenninnted ia 


«etioa with the uawindiog of the tnaoae&'on. 

Dnrtzig die life of die trauscaon, ifae swap provider will AREA fixed amouats that will rainor be 
bonds' debt setvisc obligotiaiu and APEA will pay to die swap provito a floating emounr refleetag (he iadex 
^*ce of gas less a discoont The cash flowt reeeii^ from die swap cou&terpai^ are oiticaJ to APEA's abOiiy 
to make paymencs to bondholders. If the swap coustexparty's erWit ratnigi] doumgraded, the ooimferparty 
need not be r^Ueed 

TTk prepaid gas u b^ purehued for the benefit of 5 oumc^ agendes. With ibe exe^oa of me 
egeoQ’, Kebnskn Public Gas Agency, udifeh itself Is a joint eaioft aget^, ime of (be gas sales coaosets sre 
Cor the foil tom of the gas purdiase igieemena Ceaouu associa^ widi the duiatioo of the eaniraets atv 
addressed by (he pr ese o c e of the eurecy and die bead recoluriobV tnandstoiy extraordinary redemption 
previrions. 
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' Confidential Communicatinn 

Attopnev-Ctient FrivncBc 

TO; 

Jordan Minte 


EKOM: 

hfonisR. Clark 


DATE: 

JunoSC^ 1999 


RE; 

Federal Inrame Tax Treatment of Prcpaymenbi 


This mtmonmdum ^dnssos the ftdenl incone tax treatment of flie recdpt of carton 
prepayment proeceds. In panicubtr, Section I ^mridet a btirf' ovravicw of the general 
niles eavaning the retlplent’a timing for raeogniang payrnenis u taxable iocorae. 
Sections M and tU focus on the various Enron prc^paymeot transactioBS and how such 
transactions were treated for fodeial income tax purposes. Including a diie^on of the 
various Enron entides involved in these trausaetioni. Section IV discusses our 
rccomRicndations regarding the most tax efSeionc method of exeeurins fomre prepayment 
transactioni 

Ovarvlaw 

By way of hacKground, Enron has entered into fipproximately 53 billion in prqrayment 
craasactlans since 1992. Enron qrpisally enters into three types of pn^ajnncnt 
transactions; (i) fimBnaal ptopaymenls — which are entered Into as a means of generating 
■cash flow for Enron; (li) comnwreisl pfepaymenu -« which are entered into as pan of an 
uadcriytag coromctcial transaction; and 0i>) *»* scedeiated jaepaymehts — whieh are 
enicr^ into as a means of acedcrwlng taxable incotnc in order to uti&e ccnidn tax cnxfo 
or losses. Gonendly, prepayment ttansaeiiens are treated as deferred revenue for financial 
accounting purposes' and income (Indudiiig an intcicst component] is recognlaod as iho 
^“eommodity'’ is delivered to satisfy the prqjaytneot. (§gst Attachment A for a suminaiy 
'of (he hooWtax treatraent of the various prcoaymeiu transacuons). 


' Alilioagh me piopayaieai is mated as deferred rennue for fnraieialaoecoaitaspBiposBS, his oar 
endenuadins Hot itic iniiaaeiiea is iM treated u debt for credit tafing poipesea Xaaet, the 

pi^i^nient is vtcmd u part orBmea's evcisO prin rUk nasasenenl aeilviqr. On foe pf^aymett 
lonssaion ia eweutod the eemraodiiy velumes that vW be dclive.ted fa the foatre ate rtcwdcd on mir 

eemmodityridebeeka Siree the eommodity becks me aocoamed for under the itn^-fa-aag^ meuiod of 

nsUMUig. the prepay (ransactisii ulrUaitety icstdlt In the neordiai; of a Barlrto-niad»l limil^ ™ the 
cenoBdi^ books. Hoaewjr, oo« the prepay uuiaaelloo is rcesided oaourrisk hooSo, Enreown u»a 

rater inia 'a foacdal snjp 10 hedge the price and bada expeture atsoAted sriOi die pttpay UabUiQr. 
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Fcr federal moosna tax purpoiies, ihe treatment of the prepayroent traiisactions varies 
dopending on the- type of teaituctiaTi CBtered into and the patiicular omity used to 
uiTectuuta tho trantiiction, Fuithennon:, the wx treatment of the prepayment transaction is 
also dependent upon whether ttte pf^ayment or advamm paymefli* involves inventoty 
goods or non-inventoriaWe goods. Prepayments relating to i»ft-i.nven»riable goods 
(goods not properly Includible In tho inventoty of the taxpayer) must generally bo ineludcd 
in the tastablc income of the recipient in either 0 the tai^le yar of receipt; or (ii) the 
taxable year ill whidi such prepayment would be propaly aceniabl* under the taj^iayer's 
method of tax accounting 

For example, a typical aectual method ta.xpaycr would rc^nixe income no later than year 
of receipt. However, maiui&cturera can use a modified acraual method Wlueh allows 
income recognition to bo deferred until ibe goods arc shipped, ddivered or accepted, 
Fuithormore, under eettain limited dreumstinccs, an accrual basis taxpayer cati recogiazc 
proemds reeved to rnodi^ certwn “take or pay" eemraets into ineome ratably ovra- the 
life the eoncraet. In any event, a taxpayer can only defer recopiition of the prepeyraent 
ineomo under its tax accounting method to the extent that such method results in meome 
being tecogniaed no later than the time such payments nre ineludcd in gross income for 
financial reporting purposes. ' ' 

Notwithstanding the general rule, an exception exists for prepaymenU for invontoriable 
^KJds (e.g. gas, oil, power*, ahd other conmiadities). Ihe special' rules relating to 
prepayments for iovcnforiablc goods prmride that such prepayments most be 
loeludetl in th« Keipieot’a income no inter than Ihe second taxable year foUoodng 
the receipt of a "substantiat advance payment" - effectively resulting in a two year 
deferr^ of ineome recognition. Generally, Enron's prepaynwnt transactions Imrehre goods 
heU in inrentory (e.f. oil or nstural gas) and, as such, fill under fee invemoriablc goods 
exeoptlon. 

Based On the, above rules, Enron has deoced to treat the 1992 and early 1993 prapsjnnant 
proceeds as taxable income in tho year of reccipi, while electiog to defer the recognition of 
income ftom the later prepayment crensactions. It should be noted that once a taxpayer 


*The«eims'>itpa)TMora«d''advaarepayi«em'"an>5!TOiiyiB0Usaildaietwdiiit«eliaiisefe!y. . 

Freptiymenu w advanee payiaenu ace deOoed aa aoy amount wWch Is itceivea in a owaWe >«r by a ■ 
taxpayer tisbig in aeenial method of aocountla); and Rich amount is made pursasnl lo M asrenmu fer 

the «le ef gmrfs heW by tW taxpijet primarife fer mle to euaioniets in the eadinaty eoutsc of IB taUMr 

txaancas and suem agr omwn rla not conqilcOal within the swaUcjnaii Ttoaa. gag. $ l.asi'.sesKilOl- "or 
ouKsiateany punamiS, we vrlU le&r to sudt pnymenis ns ’'pr^ayn^'.t 

^ rUtKougb the Seiviun has nq( wmbetOr addrocaed whedwr powa aheold be eonsideicd mveuiury fer 
pvipe«» of the ptmaymeul rales, fee Serrieo has InSd feat ehaarieUy is aa fevauoriaMt sred fa several 
DOH'pRipiiyitKBi eoatexts. Fer example, Techniol Aaviee Memonndom 9323001 hdd feat fee lasm^f 
(u indepoi^i pBwer pmduocr - “IPP" or quetifirine fecUliy - *01") mua tde fee aecnid mefee^ 
uereiffillas beraww electrieiiy was invtnieriaWo nwiehaodiSB. SiS ela Mvam twler RaboE 96» Ivo* 
bstdiog dm ct^aeliy payments made by an dieuie etilily to a QF ahsiilii he iiBhufed inihe ulWty • 
ehxtricily invimioif CBSils. 
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elects to either aecdwale or dcfo recogmrian of prepayment proeoedis, such election 
generally becomes irrcvocabie sbssii the express consent of the lotentsl Revenue Service 
C‘Sctviec"). Howov«, Enron was able to both accelerate »ml defer recognition of eenain 
prepayment proceeds by usii^ sepatate entities to e^ctuaio eeruia transactions. ( See 
Section HI fer a discusdon of the puticuiar elections made tgr die varfooti Enron entities). 

Discussion 

t Overview of Ttmias Rules 

A. QencralEulc for Taxable Year oflndusion 

Geno'aUy, receipts should bo included in grass income in the year in which they are 
actually or consiru^vdy nxseived fay the loqtayer, unless such roceipa riiould be induded 
in a difitsreni year is accordance with the taxpayer’s method of tax aceouming. Treas, 
Reg. g l.4Sl-l(iO. For instuica, under an eecrtul xnothad of seesuntiog, ineoiae is 
included in gross ree^ts when all the evtnts haVo occurred udiicli fix the right to 
receive such income and the amount of such income can be deiarrait^d with raasoeable 
assuracy. Treas, Reg. g 1.440-I(cK})(li). ’’All evonts” aro aomudly doemod to occur ac 
die carli« of vdien: ^ the required pctlbnnince under the coniraet occurs; (n) payment is 
duo; or (iii) payntem is made, (Ss?; Rev. Rul. 74-d07, 1974-2 CB ]49 wdieic Ae Sendee 
applied the aboim rule to the accrual of interest and held that interest should be included in 
mcomc tatabiy over iho fife of the loan since performance, is, making at the Imr, 
oecuned before paymeni}- 

In addition to those general aosrual rules, a taxpayer engaged in a ajsjw&sRujdllS businen 
may aeoeunt for sales under a modified iccntal method Where taxable income is 
reeognixed u4ien either: (i) tho goods arc shipped; (ii) the product is delivered or 
accepted: or (Iii) tide to the goods passes to the customer. Tms, Reg. $ l.ddd- 
I(c}6iXQ- Although a taxpayer using a modifiad aeerual method has some fiexlbili^ 
regaling the timing of income recognition, the accnaat method selected must cleariy 
reflect incotne and must be con^cntly used by foe taxpayer from year to year. !<}. In 
that event, ineome realiaorioD may be pushed out a bit forther. 

The interaction of the pnenl accrual niles wifo the modified accrual meihod can be 
illustretcd by the following example; 

' S, a Hoaufseturer, usas foe tradiiional accrual method ibr tax and finandai 
accounting purposes. S has a eonuaet with B wWdi calls for S to provWc 100 
widgets to B each month. S usually ships the widgets to B on the 20^ of ^h 
month. S also bills B on the 20*^ of each month with payment due ly the 30 _ of 
raonfo. B t^eaily receives the goods 7 days aftm’ shippiiig fitfe 
passes) and has S dqm to inspect, and accept the goods. Under foe tiudhions! 
BCdniai method of aecouncing. "all eventsT would oeour when tho^ required 
perfotmanee under the conttaot occurs — that is on the 2fl^, foe shipping date. 
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l-lowevcr, if S used a modified accrual method, S eciaid choose to recOfcftJW) 
income when the widgets are aceepted — 12 tJays after duppinS- 

Tlsis. as a manufiiBhitw. the taxpayer can elect to defer recognition of income until alter 
the shipping date prowded that its method of accouniii^ is both eonstotem Mid clearly 
reflects 'mcome. 

It shmild also be noted that in certain eircumstanecs, the Service has allowed a limited 
exception to tiie "all events" test with regards to certain “take or pgy" or oflier similar 
paymanta. Under this exception. Bn aecnud basis taxpayer may be able to deibr 
recogtulion of proeecds if the payment is made to modiQr an existing contmet rather than 
terminate sueii imtitnct, Ift these limited eircumstaiams, tiie Sendee will allow the 
taxpayer to taka tha msdifleation payment Into income over the life of the modifled 
eoalract. For example, the tax accounting rules ndaiing to "tate or pay contracts Ims 
been invoked in eenrin prepay transactions involving the restructuring of power purchase 
agreement (“PPA”) ccsrtracts between utilities and IPPs htestad in the Nottbea^ United 
States feg, toanoetieut Light ft PowarlASS and New Sngland Power/Havorhill recently 
entered into PPA modifications structured as prepayments). Section LB.2. below 
Sir fetthof discussion of the tax treasoient of the recent IPP roslnieturings). 

B. 

1. Central Buis 

In addition to the all events test, there are two spceial tulas governing taxable income 
recognition of prepayment praceeds. The first rule, the general prepaytnera nile, governs 
prepayments fer nonblnveateruible goods (stg. ntiating to an agreement fix’ the sate of 
goods that are not includible In the taxpayers inventory). It provides that a prepayment 
should be included in income in ciihcr. 

(i) the taxable year of receipt; 

(ii) the taxable year in wMch property aconiable under the tnxpayor’s tnothod of 
aoeounting (provided that such method docs not result in including 
prepayments in income later than the time such payments are included in gross ^ 
rcecipts ^ finaneUl reporting purposes); or 

(ill) if the taxp^r's method of aeeounting doos result in including prepayments in 
gross receipts for financial reporting purposes earlier then fer tax pisposcs, 
then in the taxable year that such payme^ are included in gross reedpts fer 
flnaneial rcpoitine purposes. Tress. § I.dS l*S(b), 

ThUSi in a nort-inventery pr^ayment, the Rcipieiit can eitiier reci®ai*e • 
prepayment proceeds in .the year received or defer recognitien under on neerual 
raediod (e-gt a manufeetoiing company would be able rpcognlae income uisiis' an aemial 
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mttthod as goods are shipped or delivered) provided shat sueh dofcird does not resjli in 
income bcins recogniz^ later than for financiai reporting purposes. The general 
prepaymem rviios can be illusiratcd-by the ibltowing otample; 

\ 

S, a retailer, uses for tax and financial aecounfing purposn an acaraal meilwd of 
aeeouaiins under which it accounts for its Sales when the goods aru shipped. S 
receives an advance paytnent tor such goods. Sud) advance payment tnusl be 
itieludsd In gross receipts &r lax purposes either in the taxable year the payments 
arc received or in the axabla year su^ goods are dipped. 

Thus, as a retailer, the taxpayer can defbr n^ognitien of dm propaymeia proceeds until the 
taxable year that the goods ate' shipped, provided thst sudi inoonas is not rccogmascd any 
earlier for fiiuuieial aeeounting putposec. 

The above esample assumes that the prepayment wiU be settled by deiivci^ the physiea! 
eominodicy. This is important because, by deSaidoo, a prepayment mue bo mads 
pursuant to an agreement for the sole of goods. (Sjts footnote 2, above). M such, the 
picpayment transaction mast actually pro^e for the sale of the underiying physical 
ctuntnoibiy. A purported prepayment transaetlon that merely requires the prepayment 
rempient to pay a spedfle ithount of money based on the notiead piiocipd amount of in 
indexed eommodity would bo analyacd as a loan for fedorai income lax pwposes. 
Kotwithsianding the ale of goods requireneot, a prepayment redptent can artange to 
madket oriel! the unded^ng physical commodi^ on behalf of Ihe eountetpar^ as as 

the actual cash proeecds fiom such ale are reraiMod w the Munietparty. Furthor^re, 
the counterparty must assume the price rislc of the sale - that is. the prepayment reeipient 
capnot ^arantcc a certain return fiom the aeiua! sale of die commodiiy. 

2. ExetptlenJbrPnpaymeiHsRdaiingtelHveiilmy Goods 

Notwithstanding tho general prepayment rule, if an aeerual basis tsxpayw receives a 
prepayment wilh respect to an agreement for the ale of goods that are properly includlUe 
in its inventory (t.g, commodities) and on the last day ofsudh taxable year; 

(i) the. taxpayer has goods on hand {or available through normal souteos of 

supply) to satii^ the agreement in such year; and ^ 

(ii) (he taxpayer has reedved "substantial advance pnyments" under sudi 
. agreement. 


* “Snbitantial advance payraoiis" arc deemed Ig pds If the sum of all prepayments equal brexw^te 

teal eslimsBcdeosis and expcndiluicnwoessaiymsBUsiy the afitcemert. TWatlleiJ, i l.aSljdcegC*). 

The subsbiUial advaaw payment lUles can be inuiuaied by Ihe ftltoiriiig tsaiBpIe: X ewm to a 
prepayment reamiel Br die sale ef goods evera flve year period 6r a lottl eeanart pifes of HOo- X 
eslimaies that his UMal iByomeiiable com and expeediiiircs for the goeds will be S50, X reeswes a 
"sutoniial advance pgqenuiil" in the year diat he receives JSO or more under the cosart, detcHuaied m 
iheaggregaa. 
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ihcR all prcpayinaiiM received by the iMt dny of the second taxable year followin;^ 
the year in 'whidi such “subsuiniial advance paymeills” are received (and not 
previously included in income In accordance with the taxpayer's accrual method of 
tax accounting) must be included in Income in such second taxable year. However, 
ouch deferral ciimet result in a lexpeyor recogBixing ineomo later than hr Saandiil 
repbiting puiposcs. Ttca*. Reg. f i.dSl-S(c). As such, this iwo year defornd is not 
ttvailablo if toon rCoognlaes prepaymont incerae under the mark-to-marieet method of 
aceouatlng tbr linandal reportins purposes. 

In the event that prepayments are required to he taken intolheome undo^ the invmttonable 
goods exception, then the taxq>syer m’if take Into account the estitnuied cost of goods 
necessssy to satisfy the agreement. As such, only the net prcpaymciit amount vifili be 
subject to tax in tho .second year following receipt. 

The invenioriable goods prepayment exception can be iOustralcd by the fhllowtog 

exMtaplc: 


S, a ret^iar, uses ibr tax and finaneiai accounting puipoSCS an accrual meshod of 
Becounting under which it eeeounu fer'iu salee whan the goads are Shipped. 
Durii^ I$98, S rcccivea an advance p^mtent for goods currently held in hs 
invcnioiy in the amount of SIOO. Those goods will be shipped over three years 
Itom 2001 through 2003. The osthnsted eoM of such good* i* 250. Under the 
non-inventory prepayment rules, S could dect to defer nscogidtion of the 
propayment proceeds Until the goods are Shipped - in years 2001, 2002, and 
However, under the inventoriaue goods exception, S could only defer recognition 
of the prcpayiQcet until the second taxable year fbHounTig receipt ^ or in year 2000. 
However, S would be able ta take into account the estimated cost of the goods 
($50) such that S would only take into account SSO of income in year 2000. 

By way of summary, if the prepayment relates to non-inveatoriaMe good^ S would have 
to cither; (0 recognize the prepayment proceeds In taxable ineome in the year of receipt; 
Of (ii) defer recognition under an accrual method (e.g. S recognizes income as goods arc 
sluppod or ddhwrad). On the etbw hand, prepayment proeetds fer inventoriable goods 
should be included in S‘ taxable ineome no later than the soMnd year after receipt of 
payment. 

In light of recent dcvdopmenis in die power industiy, it is also important to note that 
several recent P?A tnodUications vmre structuicd as prepayments non-tmtaMabk 
goods. The IFPs wore able to assert that power was net an inventoriable good because at 
their status as QFs for federal enetgy regulatory purposes.. As a QF, power can only bo 
supplied from limited sources - mainly ftom itself or other QFa As wdi, flio IPPs 
contended that: (0 they did not currentty have the power on hand; wd fii) the poww was 
■‘not readily avanable" because it could not get the power on the open niarftet due to 
rcgulaioiy linatations. However, in discussing ihl* approach with outside eounsel tins 
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strueiurc* was coiisidcFcd a very XE^rcssivc tax position besauss ihdr rulianca on federal 
resulatoiv interpretations am not binditig on th« Service. 

It. Enron Frepayment Transactions 

As noted at the ouisot of this memorandurn, Enron has been inv^ved in aivraximately S 3 
biUion in pnft^cat transactions since 1992. Historically, Enron's prepayment 
transucctons lave fiilien brio two catc^riea: (i) taxable income acccleniocl C’^A”) 
prepayments — that is, prt^ymems where Enron ncidod to Bccelerxtc tlm reeosnititm Of 
income in order to nko advanta^ of certain tax credits or losses; or {U) strate^e cash 
flow prepayments, where Eiiron has entered into a prepayment sitmriy as a means to 
generate sistiificanl cash flow. (In addition, Enron has, cm one imlated oecasion, entsad 
into eommercM prqpajm<anu with an industry partlapani. However, this prepayment 
transueiiea has been eemplotod and product It no lopgur being delivered pursuant to suck 
transBctton.) 

The appropriate Enron emities that should be used to eS'cciuate the various prepayment 
transactions is discussed In Section m below, 

A. Taxable Income AeceleratedLPftoavinenta 

Enron entered into three T(A prapayments during 1992 and 1903. fSee Etihlbtr B for a 
list of prepayment transactiona). These prepayments were entered into primarny as a 
means fixr generating taxable income in order to lake advantage of Secdon 39 credits 
generated by Enron OH it Gas f EGO“) wblch, u that time, was part of Enron's 
consolidated group. By way of overview. Section 29 credits are used against toffslar tax 
liability, but cannot be used against the aiternative minimum tax (“AMT").' FUtther, (he 
Code docs not authorize Section 29.crcdits to be carried fbrward ami, as such, a taxpayer 
loses the beneflt of the credits' if it does not have sufTicicnt rqpilar taxable income. 
(However, such credits would be added to the taxpayer's AMT eredit canyflsrward). 
'nierefere, Enron had to create regular taxaUc ineomc to realize the benefit of the credits, 
thereby helping to reduce its cficccivc nut nie. 

The TIA prepayments wore typically nnicturcd as fbrward oil sale eOnuaets with a 
counterparty onanged by a financial institution (Qiase Manhattan or CitibBrik), whei^y 
the eountsrpany vrauM make a signiSGaat upHfiont payment in exchange fbr Enion's 
obligation to deliver oil on a monthly basis over a 3 to 4 year period.' Since Enron hdds ' 
Oil in its inventory, these prepayment transactions were siAjeet to the inVestori Ale goods 
exemption wWoh requires income to bo recognized in cdther'thc year of receipt or delfer^ 
ibr a period no kiitger than (wo yean. Again, in order to use the Section 29 erediis, 
Enron elected to recogniza tho proceeds from thw prepayments in the year of ree^t 


’ TypteoUy. ibe naaaetal IiuticcUcn ecuiuoipcrty Uou net oetitalhr ube dUKciy eftha oil pt See car the 
tena of itw ptepaymem. Instead, Bnion svilt act » a madccicr Ibr du coaniciiW and sell the ogiecd 

vpoa volBfflc of eil or ^ la the open market and ]»y the proceeds ftgro sudt sale to the OBinwipatty. 
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I'or flnanciiil accounting purpose*, the TIA prepayments are esseniially treated as dererred 
revenue and incoitte (with aa interest eompanent) it raeagnized under an accrual model 
over time as the product is deliverni in sasisfiietton of the prepayment. The transaction is 
not treated as debt fijr accounting and credit rating purposes; but rather, the prepaymenl is 
viewed as a pan of Earen's overall prise risk management activity. C5.'.s footawe I, 
above). 

The majority of Enron’s prepayments have been structured a* siratesio cash Sow 
peopayments and we antleipatc additloml prepayments this year. Battier thaa entering into 
these prepaymosM to tala advaatsge of t» attributes, these preptgunests wore catered 
into primarily ts a mcMS of generating cash flow for Enron. Theso strategic pr^ymcnt 
transactions were typically structured as cither forward oil sale contracts or natural gu 
forward sale contrao* wkh a counterparty arranged by a finanei^ insthuiion (Qiasc 
ManhaliaiO. Wherelnr ttie eounterparty would make a significant up front payment in 
exchange for en Enron obfigadoo to deliver oU or naiurat gas on a mmtthly basis over a 
period of several years (3-6 years}. As previously mqihtined, after EOO was 
deeansolidated fivua the Enron, group, tbars was loss of a lioed to generate regular taxable 
income to use Sectiwi 29 credits. As a result, Enron elected to defor reeegoiiim of focse 
prepayment procesda. However, since both nstural gas and oil arc carried in Enron's 
inventory, Htvac prapaymcnls &II under the invenmiiablc goods exception and, as suefi, 
gaiii reoognition may only be deferred for a period of two years after the yaar of receipt. 
(S.<% Section LB., above). 

For financial accounting purposes, the cash flow prepayments aio treated as defbrred 
revenue with income, in^ding an interest eompanent, tcoognind over time as the 
product is delivered in satisfoecion of the prepayment. However, the prepayments are not 
treated as debt for balance .sheet purposes, but rather, are treated as a fixed price 
commodity contract as part of Enron 't ovcratl price risk management actiwiy. 

C Comm ercial Prenavm ents 

Enron entered Into one eommcreial prepayment in 1992. This prqMtymcnt was not 
entered into for tsx Or cash management reasons, but was merely entmod into as a part of 
an underlying commercial tnmsaeiion. This traniaedon w» structured as forward oil sale 
contract with Texas Utilities Fu.d Co. (*TVifoe") as the counterparty. The prcpiqnncnt 
mount was conridmbly smaller than any of the other acederated or strategic 
pn^ayments. Since oil is an invcntoriable good with tespeet to Enron, it could diher 
recognize the prepayment income in the year of neeipt or elect to defor recogmtton of 
such income for period net to execod two years. However, because EOG had Seelian 29 
Rcdiis readily available in 1992, Enroi^ itevertholess, elected to aocderaic the recognition 
of the Tufeo prepayment proceeds. 
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Again, for finandai accouming purposes, oemmcfcial propaynjems arc ircatcd as deferred 
reveaue with income, iaduding aa interest eemponent, reeosoized over time as the 
product is delivered. However, the prepayments are not treated as dcht for halanee sheet 
or credit rating puiposes. ^ . 

Iff, £iiran Prepayment Entities 

As seated earlier, a tanp^mr who reedvos prepajrocnt proceeds has the t^tioo of rather 
rceegniang income in the year of receipt or dcfcrn'ng reeognitloB imtU a later yrair. 
AJdiou]^ the taxpi^er does not have to make an affirmative election on any pankuiar tax 
form, the taxpayer must include an annual information schedule with its income tax rstuin 
refieciing; (i) foe pardeular recognition method used; (ii) foe amount, of jmspayment 
proceeds recognized in the current year; and (iii) the total amount of payment rccravral 
but not yet refcogniaed. Treas. Rc®. § t.4Sl-S(d). (fiai Attnchmcni C for a copy of foe 
annual iolbnnation statement that is filed with l^ron’s eonsolidated ux return). 

Once a taxpiQrer dects to either indude prepayment preeeeds in the year of receipt or to. 
defer recognition until a later year, such tax treatment becomes foe taxpayer’s method of 
ttoeeuntinis for prapsgrmoht*. The .Gs(uie<)ttcnco of > propnyment deetion beeaming a 
method of accounting is font the tsjqiayer cannot ch^e such method of acramntiqg 
withour consent fiom foe Service. Trees. Reg. $ t.44S-1(e). 

A. Entit ies Electing t o In dude Prena v meats In Yesr of t^ece iot 

. The Enron entities used to focllitetc the aceelenatcd prepayments were Enron Reserve 
Acquisition Corp. C*ERAC'), Enron Power Services ("EPS") and EOS E^tOCtrbon 
Corp. ("EOS"). ERAC and made foe aeederated rccogoiiion deccion in 1992, white 
EOS made its dection in 1993. 

At the end of 1994. EPS was merged (along with several other enfoios) into Enron Risk 
Management Services C*ERMS") as part of the ’'mega-moiBei" that created Enron Capital 
& Trade Resources O^. ("ECT'). Thus, under the tax attribution niles of Cede § 381, 
ECT must eoatinun to use the prepayment accounting method of EPS under foe "principal 
accounting method test" Treas. Reg. fi .l-381(e)(4)-l(c){2)(iv). As such, ECT lus 
effectively d^ed to acederate the rceognition of ai>y prepayment proceeds. Thus, 
although ECT mi^ be the preferred entity to clfectuaie prepaymeat trsnsaetiona form a 
conuncrcial or legal perspective (since the eounterparty tnay alreaify have a master swap 
agr^ment in place with ECT or beeause the oounterpar^ oihervnse has femiliarity 
ECT from other eommercial deals), ECT may not bo the preferred entity a tax 
penpcciive (See dscusdmt of recommended entities, in SeetiOB IV below). 

B. Entities Ejecting to Defer Reooanition of PrepnvmBita 

The Enron entities used to fecilitate the strategic prepayments won Enron Hydrocarbons 
Marketing Corp. CHydreearbons''X Enron Cushing Oil Marketing, bie. ("disluag Oil’’} 
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and Enron Nasural Oaa Maffcctintj f'ENGM^- stated earlier, these entities elected to 
defer recognition of prepayment proceeds because there were no readily available tax 
credits to justify accelerating the recognition of taxable income. Hydrocarbons’ election 
was made in 1993*, Cushing Oil’s dection was made in 1994, and ENOM’s election u«s 
mad* in 1995.' EMGM continues to have I99d and 1997 prepqrmcnt proceeds dial have 
not been fully recognized as inconiB. 

IV. Future Pixpayncnt IVaasaetiena 

A. TIA Prepayment s 

As noted above, TIA prepayment transactions are entered into Co generate taxable income 
to oifyet expiring tax atti&utcs (tax credit or net operating losses). As such, these 
tmnsactions should be cfEbctuatcd udth an entity that has dooted to reco^izc prepayment 
proceeds in the year of receipt. It Is recommended that ECT be used tot toy futuro TiA 
prepayments. 

B. EagadialLP.repttwinfioti 

Hnaridal prepr^menta arc entered into as a means of getisrating diamgiG cash EeWi Since 
these transactions do not involve the, utilization of ofKotting tax attributes, Enandal 
payments should b« eSaeiuatad with an aadiy that elects to defer recognition of 
prepayment proceeds. As sucb, ENGM should eontittue to be the entity used ftr all fitture 
slratc^ prepiiyfflcttt Unnsaetions. 

Notwithstanding the abovo, however, there may be a number of mrcumstanecs vvhore ECT 
i$ the preferred entity from a commereial or legal perspective (fe. ECT already has a 
master agraement in place with the countopany or the counterparqi would prefer to deal 
unth ECT because of familiarity). In the event that commcrc'ial lealitiea mandate that ECT ' 
act as the prepayment entity, we will eonsider whether it is feasible to chsngo ECT's 
prepayment accounting method and use it for these tntwacitons. 



As noted above, commercial prepayments are entered into as psit of an undcrlyii^ 
commoreial itanustion. Although w* have mraly entered into OTnunereial prepayments, it 
is anticipated that urn may have oppoRuniiics to enter into more of these transactions in 

* It sbndd he noted that I()rdfecaihans cnlenl Inie piepaynwnl uansaeilens with Cnase In hetn 19S3 mu) 
1994. AllhoaghTnas, J l.asi-Srequiies that all nmamlnglneome ftem the 199«pi«payiiieiil 
uansacUen (as vrell as (he cstlmaied Ruintning eoct ef ales) iheuld have bcea tecognlad in 1996, and 
nnuvitlistae^ng lex advice te ihls peliit. such umoancs wou not l epwt ed in 1996. Suck ameuRts wiU be 
leponedssddlve^ateniaiie, T)uspixpa)'nieniisschedidedte'e:miicbtl999, 

’Fram [993 (e l996,Bniett evented a new enii^evviy year 10 efSietiiale its piepaymentdansaetions. The 
aetr entities went eicited M italole the pesliealar inamettees aad in order id nute the pnper delteal 
cieeiion. 
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Um yeu of toceipt (2 year defenal} 
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n. Cwnmortial PraBOYiucaH 
A. BedcTjaatmcnt 

□ Treated i^deflmedrevoiute And ineemeracasnltiedom time us pcodttcl is ficUvon^ to 
saUsty cha ptepajfoeot; uleo has ua intcreat compoaeiik 

Q Qlscassioni eosoiaB n^aidine leceenUien under MTM 

a . T3Sa 

Cl EleelienMdclarBnderacBnulDeihod 

0 LnicotoriaUesaodscxeeidieB would Unit the dsfonllo the seeeBdUxahle year Mlsndsg 
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0 Also lidio into iceeuiu the cStimaMeett of EDods 
IP MIM is adi^icd for iitmte innxaciiaBs; 

0 MusctaksintoiiioemeneiaterilBmOiByenrialKaJiinilBcaine&rSiaiKialeocOiiiaiBe 
pupose* (fe. Yeu 1 ArMIM) 

0 MhlstedresassiBrenacinieaecaUBl 

0. Costoree«dsaic<a]Ee»ini 0 aeeDum»pKidiictbdeUv«rsdlheiebypwaitadiycnint!acs 
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Enron Carp. And SiibaidioriH (47-02SSI40> 
CorporsiUoii Ibcoric Tax Return 
Forllw! y«ar Ended 120 J/96 

Statement Purauant te Rcgulntia n 1451>S(ttt 
ferRnrnn Natural Cm Mark eting (76-04812901 


Advanced Payment* Rceelvsd 1/1/9(S to I2fl J/96 
Not Taken into TastaWo Ineonie Cuirently 


- 

Advanced Paymcaa Jlcoeivcd Prior to i/I/96 
Taken into Taxable Income Cunently 


S348.7S2,975 

S 49,673.885 
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Interoffice 

Memorandum 


To: AnnMarie Tiller - 

From: Brent Vascpncellos Department; Tax Planning 

subject: Yosemile I Withholding for Year 2000 Date: April 1 1 , 2UUU 

Confidential: Attorney-Client Privilege 

Pursuant to your request, I have prepared the following analysis, regarding Enron’s year 
2000 reporting position related to payments made by Enron North America (“ENA”) to' Delta 
Energy Coip. (“Della”), a Cayman- Islands exempt LLC, as part of the Yosemite financing 
transaction.’ 

Background 


Delta was initially capitalized with nominal equity held by a Cayman Islands charitable 
trust and a $800 million cash advance by Yosemite Securities Trust I (“Yosemite”), a Delaware 
statutory business trust, in exchange for a promissory note. For tax reporting purposes, we will 
characterize the $800 million, advance by Yosemite to Delta as an equity interest in Delta 
notwithstanding its legal form as a promissory note.^ Given this reporting position, a check-the- 
box partnership election was filed for Delta effective November 18, 1999. Accordingly, Form 
8S65 will be filed for 1999 to report Yosemite’s contribution to a foreign partnership. 

After its initial capitalization. Delta entered into a cash-settled swap with ENA on the 
price of crude oil and used the $800 million loan proceeds to prepay its obligation to ENA under 
the swap. The swap was part of a three-legged swap among Delta, ENA, and Citibank and will 
be treated for tax purposes as a $800 million loan by Delta to ENA.^ Under the terms of the 
swap, ENA is required to make semi-annual floating swap payments to Della for five years on 
April 14 and October 14. The payments arc determined by multiplying the spot price for crude 
on the payment date oil by 1,2 1 2,375 barrels of crude. 

Issues 

1. On what basis, under I.R.C. § 1441 and its regulations, can ENA make floating swap 
payments to Delta during calendar year 2000 without reduction for U.S. federal income tax 
withholding? 


EC 000037282 


' See Backhand section of the “Yosemite 1 Withholdmg" memo dated January 10, 2000. 

- ^ The promissory note evidencing Delta’s obligation to repay Yosemite S800 million contains tax characterization or 
“Danielson” language that treats Delta as a partnership and the promissory note issued to Yosemite by Delta as a 

one 


^ Permanent Subcommittee on Invcstieatioiis j 


partnership interest for tax purposes. 

^ The interest rate on the SNvaps and the interest rate oo the promissory note between Delta and Yosemite mirror 
another and thus any income ilosving through Della as a result of die swaps is distributed entirely to Yosemite. 


EXHIBIT #1931 
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Confidential: Attorney-Client Privilege 

2. Assuming that in calendar year 2000 ENA has a basis to make the iloating swap 
payments to Delia without reduction for withholding, would the payments nevertheless be 
reportable under I.R.C. § 1441 or the regulations thereunder? 

. Executive Summary 

1. ENA may make the floating swap payments to Delta without reduction for U.S. federal 
income tax withholding under I.R.C. § 1441 and the regulations thereunder on the basis that 
Della is” a partnership for federal income tax purposes and that the sole beneficial owner of the 
income received by Delta under the swap is Yosemite, a U.S. person (i.ei, for lax purposes, the 
payments under the swap are made between two U.S. persons). 

2. Since, for lax purposes, the swap payments would be considered made between two U.S. 
persons, they would not be reportable under I.R.C, § 1441 or the regulations thereunder. 

Discussion 


New Withholding Forms under § 1441 

In late 1997, the IRS released final regulations (the “Regulations") to replace the then 
current regulations promulgated under I.RC. § !441 that deal with payments made by U.S. 
persons to foreign persons. As originally released, the Regulations were to be effective for 
payments made ailer December 31. 1998. In early 1998, in connection with the release of the 
Regulations, the IRS released Announcement 98-15 and 98-51 to solicit comments regarding 
proposed new withholding forms (the “Forms") to accompany implementation of the 
Regulations. The IRS then released Notice 98-16 to delay the effective date of the Regulations 
until January 1, 2000,'“ In the same notice the IRS also.announced that the Forms proposed in 
Announcement 98- 1 5 and 98-5 1 would be deemed to satisfy the cunent regulations. In 1 999, the 
IRS released Notice 99-25 to again delay lire effective dale of the Regulations until January 1, 
2001 .® 


EC 000037283 


"Treasury and the IRS believe it is in the best interest of lax administration to extend the date of applicability of the 
' fthal withholding regulations to ensure that both taxpaycn and the government can complete the changes necessary 
to impieroent the new withholding regime.” 

’ "Trcasuiy and the IRS have concluded that h is in the best interest of tax administration to extend the dale of 
applicabilify of the final withholding regulations to permit laxpayen to make the computer ssstem modifications 
necessary to comply with the new withholding regulations without the impediments caused by year 2000 concerns. 


EC2 000011621 
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Interoffice 

Memorandum 


Dspattmeni: Corporate Tax Plaiming 
ApriUO,2001 

Background 

On August 25, 2000, at the direction of the Enron Global Finance department, Enron North America (“ENA,” a 
wholly-owned subsidiary of Enron Corp.) borrowed a total of $499,995,000 from Citibank N.A. (“Citibank”) in 
a transaction that took' the form of a $474,995,000 prepaid swap (the “Swap”) and in a related transaction, 
EnroruCorp. borrowed $25M from Citibank in the fonn of a direct loan. (ENA and Enron Corp. are hereafter 
referred to in the aggregate as “Enron.”) To the extent the borrowing is characterized as a Swap, it appears on 
Enron’s financial statements as a price risk management liability rather than a loan. The format is beneficial to 
Citibank as well because the transaction is reported as part of the bank’s credit derivative activities rather than 
as a loan to Enron. [Travis Winfrey Is checking into whether the $5,000 difference Is attributable to fees 
or a trading spread paid to Delta under the Swap or an error.] 

In order to avoid utilizing Citibank’s limited capacity for Enron credit. Citibank and Enron designed the Swap 
to be part of a larger contemporaneous transaction which had the result of transferring Citibank’s Enron credit 
risk related to the Swap over to investors who purchased the securities of a special purpose trust established on 
August 1 1 , 2000 by Citibank called the Enron Credit Linked Notes Trust (the “Trust”). 

Trust Notes 

At the same time that ENA and Citibank entered into the Swap, the Trust issued $500M 8.00% Enron Credit 
Linked Notes due 2005 (the “Notes”) in a 144A offering and $50M 9.00% Trust Certificates (the 
“Certificates”) to one entity, the Royal Bank of Canada Europe Limited (“RBC”). The certificates in the Trust 
represent beneficial interests in the Trust and are subordinate in right of repayment to the Notes. [The Trust is 
also prohibited under the Indenture Agreement from creating, assuming, or incurring any -further indebte^ess.] 
As discussed further below, since the Trust has only one owner, the Trust is disregarded for federal income tax 
purposes and is treated as a branch of RBC. 

The Notes issued by the Trust are debt for federal income tax purposes. Enron’s obligation under the “Swap” 
and the Trust’s obligation to repay the principal amount of the Notes, along with any accrued and unpaid 
interest, both come due on August 15, 2005 to the extent the Notes have not been redeemed, accelerated, or 
repaid prior to that date. The interest accruing on the principal amount of the Notes at a rate of 8.0% is 
payable semi-annually in arrears on February 15 and August 15 of each year starting on February 15, 2001. 

The Notes were issued at a slight discount of 99.827% to their stated redemption price at maturity or face 
amount giving rise to proceeds of $499,135,000. The discount of $865,000 falls below the de minimis 
threshold of Section 1273(a)(3) ($6,250,000 computed as .0025 x $500,000,000 x 5 years) and, thus, can be 
treated as zero. 

Excellence 
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The Noteholders are part of a group called the “Secured Parties" who receive protection under a Collateral 
Security Agreement that provides them with a security interest in all of the assets of the Trust. Citibank is also 
a Secured Party although the bank’s rights are superior to the rights of the Noteholders in all of the collateral 
except as to a credit swap running between Citibank and the Trust (the “Credit Swap”) and any Enron 
Deliverable Obligations that may be delivered under the Credit Swap as described further below. 

The Notes were sold to qualified institutional buyers (“QlBs”) in the U.S. in reliance on Rule 144A of the 
Securities Act and to non-U.S. persons in reliance upon Regulation S of the Securities Act. Both sets of Notes 

were issued in folly registered form without interest coupons. [At least initially, approximately % of the 

Notes were sold to domestic holders and approximately % of the Notes were sold to non-US holders.] 

Trust Investments 

The $550M in proceeds ftom the sale of the Notes and the Certificates must be used by the Trust to invest in a 
select group of investments (the “Trust Investments") defined to include (1) time deposits, promissory notes, 
and commercial paper of certain U.S. money center banks; (2) promissory notes of, or guaranteed investment 
contracts from, certain insurance companies; or (3) direct obligations of the United States government as long 
as the Trust Investments represent no more than nine separate obligors and each Trust Investment is scheduled 
to mature on or before the maturity date of the Notes. No Trust investment may be purchased at a premium and 
no existing Trust Investment may be sold at a discount unless in default. At least initially, the Trust used the 
entire $5S0M in funds received fiom the issuance of the Notes and Certificates, and as discussed below, from a 
one-time payment under the Credit Swap, to acquire a certificate of deposit issued by Citibank and carrying an 
interest rate of 6%. 

The Trust obtains the funds necessary to pay interest on the Notes and yield on the Certificates from periodic 
payments received by the Trust from Citibank under the Credit Swap as described below. 

EC 000850723 

Credit Swap, 

The Trust and Citibank entered into the Credit Swap that provides for certain periodic payments and, upon an 
Enron Credit Event, calls for physical settlement of all or part of the Credit Swap, On a periodic basis as the 
Trust receives interest payments on the Trust Investments, the Trust delivers those funds to Citibank. On each 
February 15 and August 15, starting on February 15, 2001, Citibank is required to pay the Trust an amount 
equal to the interest accrued on the outstanding Notes and the yield on the Certificates. 

In the absence of an Enron Credit Event, the Trust will repay the principal amount of the Notes and the 
Certificateholder’s investment from the principal proceeds of the Trust Investments. If an Enron Credit Event 
should occur (defined to include an Enron failure to pay under the Credit Swap as well as the general condition 
of Enron being either insolvent or bankrupt), the Credit Swap permits Citibank to physically settle the Credit 
Swap by delivering to the Trust certain senior unsecured obligations of Enron called Enron Deliverable 
Obligations in exchange for a like amount of Trust Investments then held by the Trust.. In this event, the 
principal amount of the Notes would be repaid from any proceeds recovered from any of the Enron Deliverable 
Obligations received by the Trust and any remaining Trust Investments then held by the Trust. 

On the closing date of August 25, 2000, Citibank made a one-time payment under the Credit Swap to the Trust 
of $865,000, an amount representing the discount on the Notes. This additional amount when added to the 
$499,135,000 in proceeds received on the sale of the Notes and $50M received on the sale of the Certificates 
equaled the $550M amount required to be invested in Trust Investments on the Closing Date and serve as 
security for the Noteholders and Certificateholders during the 5-year tenor of the deal. Citibank received the 
$865,000 by reducing the proceeds delivered to Enron under the Debt Security from the $25M face amount to 
$24,135,000. 

Respect InteQiity Cofnrnuolcation Excellence 
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Trust Certificateholder 

Certificateholders in the Trust are restricted to U.S. persons within the meaning of Section 7701(a)(3) or non- 
U.S. persons who can supply an executed Form W-8ECI or W-8BEN claiming the benefits of a treaty that 
provides for no withholding of U.S. tax with respect to payments to the Certificateholder. Certificateholders 
cannot exceed a number that directly or indirectly exceeds the 99-person threshold of the publicly traded 
partnership rales of Section 7704. Similarly, a Certificateholder must represent, warrant, and covenant that it 
has not and will not transfer any Certificate on or through an established securities market within the meaning 
of Section 7704(b)(i). 


The Trust Agreement acknowledges that if there is mote than one Certificateholder, then the Trust will be a 
partnership but as long as there is a single Certificateholder, the Trust will be disregarded within the meaning of 
Reg. 301 .7701-3(b)(l)(ii). As the sole owner of the Trust, RBC will be treated as owning everything the Trust 
owns, including the $550M Citibank certificate of deposit and the Trust’s rights and obligations in a notional 
principal contract with Citibank. 


RBC will recognize ordinary income in each calendar year equal to the interest accrued on the Trust 
Investments and periodic payments received by Citibank under the Credit Swap. See Reg. Section 1 .446-3(e). 
RBC will deduct the expenses of the Trust, the periodic payments made by the Trust to Citibank under the 
Credit Swap, and interest paid out to the Noteholders. (RBC will also recognize over the five year tenor of the 
deal the upfront $865,000 payment received from Citibank by amorting the amount .... Was the parenthetical 
in Section 1 0.9(a)(iv) stating “the Trust shall not be deemed to have paid any amount for the right to enter into 
the Credit Swap” intended to address this last minute change?]. See Reg. Section 1 .446-3(f). 

EC 00085072^ 


Prepaid Swap and Direct Loan 

References herein to the prepaid swap or the “Swap” are actually references to the combination of two 
contemporaneous cash-settled commodity swaps. The first such swap between Enron and Citibank is a cash- 
settled commodity swap on 22,238,748 barrels of crude oil. In return for an up-front payment of $439,677,103 
from Citibank, Enron is obligated to make (1) floating payments to Citibank each January 14 and July 14 based 
on the NYMEX spot price for 568,024 barrels of crude at the closing price three commodity business days prior 
to the payment date; (2) one up-front floating payment to Citibank based on the NYMEX spot price for 
533,3 12 banels of crude at the closing price three commodity business days prior to the payment date; and (3) 
on the final floating payment date, a floating payment to Citibank equal to $475,000,000 or, if less, the 
NYMEX spot price for 23,238,748 barrels of crude at the closing price three commodity business days prior to 


the payment date. 


The second cash-settled commodity swap runs between Enron and Delta Energy Coip., a Cayman Islands 
exempt LLC (“Delta”) under which Enron will receive an up-front payment of $35,317,897 from Delta. 
Additionally, over the term of the swap. Delta is obligated to make (1) floating payments tcv Enron each January 
14 ^d July 14 based on the NYMEX spot price for 568,024 barrels of crude at the closing price three 
commodity days prior to the payment date; and (2) one up-front floating payment to Enron based on the 
NYMEX spot price for 533,312 barrels of crude at the closing price three commodity business days prior to the 
payment date. In consideration for these payments under the second swap, Enron is obligated to make fixed 
payments of $17,750,750 with an initial fixed stub payment of $16,665,982. 

Contemporaneously, Enron borrowed $25M from Citibank in return for a Debt Security calling for semi-annual 
interest payments payable in arrears with an interest rate of 24.83% from Augiist 25, 2000 to January 14, 2001 
and an interest rate of 23.994% thereafter. The Debt Security has a maturity date of July 14, 2005. 
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The result of the combination of the two swaps and the direct Joan is that Enron will receive a net up-front 
payment of $499,995,000 and Enron must make fixed payments to Delta on January 14 and July 14 of 
$ 1 7,750,750. In five years, Enron must repay a total of $500M to Citibank under the terms of both the swap 
and the Debt Security. 

Note : Commodity swaps generally settle on the fifth day of the month following the payment date. As a 
result, Enron’s obligation to make payments under the Prepaid Swap on January 14 and July 14 are actually 
settled on February 5 and August 5, respectively. A lead time of 10 days was considered necessary for the 
obligations of Citibank and the Trust under the Credit Swap and the obligations of the Trust to make interest 
and yield payments to the Noteholders and Certificateholders all on February 15 and August 15. 

U.S. Withholding Taxes 

With respect to the Noteholders, the Indenture Agreement provides that the United States Trust Company of 
New York as Indenture Trustee is responsible for furnishing to the Noteholders and taxing authorities any 
forms of information required by applicable federal or state law, including, but not limited to appropriate Forms 
1099 and/or 1042-S and provide any other such information requested by a Noteholder in order for the 
Noteholder to prepare its tax returns. The Indenture Agreement further provides that if the Indenture Trustee 
is required to make a deduction and pay over withholding taxes, no additional amoimts will be payable by the 
Trust in respect of those taxes. 

Since all of the Notes are registered bonds, interest payable to non-U.S. holders will qualify for the portfolio 
interest exemption [upon receipt of the proof of the holders’ foreign status]. Section 881(c)(2)(B) and'Section 
871(h)(2)(B); Reg. Section 1.1441-l(b)(4)(i). Additionally, such payments are exempt from information 
reporting and backup withholding Reg. section l.6049-5(b)(8); Reg. Section 1.6045-l(g)(l)(i). 

If an Enron Credit Event should occur and Citibank physically settles the Credit Swap by delivering Enron 
Deliverable Obligations to the Trust in exchange for a like amount of Trust Investments then held by the Trust, 
interest on the Enron Deliverable Obligations will also qualify for the portfolio interest exemption. Section 
871 (h)(4)(C)(v){I) and Section 88 1 (c)(4). 

With respect to the Certificateholder, no withholding forms should be necessary while the Trust is wholly 
owned by RBC and is thereby disregarded as a separate entity. If the Trust should become an independent 
entity for tax purposes, the Trust Agreement provides that the Trust will comply with any withholding 
requirements and that to the extent the Trust is required to withhold and pay over any amounts to any taxing 
authority with respect to distributions or allocations to any Certificateholder, any amount withheld will be 
treated as a distribution of cash and thereby reduce the amount of cash otherwise distributable to the 
Certificateholder. 


Payments by Enron to Delta will qualify for exemption from withholding under Reg. Section 1.863-7(b)(l).. 


Federal Tax Reporting. 

The Trust Agreement provides that if Trust has more than one Certificateholder and becomes a partnership, 
Wilmington Trust Company (“Wilnungton”) as Trustee is responsible for maintaining the books of the 
partnership and filing such tax returns and making such elections as may from time to time be required as well 
as delivering Schedules K-1 to each partner. A side letter entered into contemporaneously between Enron 
Corp. and Wilminington provides that Wilmington will engage Enron Corp. to provide these servies on its 
behalf. Since the Trust is a disregarded entity for federal income tax purposes, no income tax or information 

retu™ should be required. EC 000850725 
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Enron’s rights obligations under the Swap and the Debt Security with Citibank are for tax purposes the 
equivalent of a borrowing of $500M with a five year teror and a fixed rate of interest. In accordance with Reg. 
Section 1 .446-3(g)(2)(iii)(A), the upfront payment together with the principal amount extended under the Debt 
Security should be amortized by assuming that $[500]M represents . . . 

For book purposes, Enron will record the upfit>nt payment tmder the Prepaid Sw^p in income and record 
Enron’s obligation under the Prepaid Swap as a price risk management expense and liability. For tax 
purposes, these income and expense entries will be reversed with an M-1 adjustment. 

Approximately S[5]M in expenses have been paid to-dated by [Enron Corp.] in connection with the transaction. 
Enron paid up-front underwriting fees of $1.925M to Salomon Smidi Barney and $825,000 to Lehman 
Brothers. Additionally, Enron is obligated to pay a “balance sheet” fee of 30 basis points per arnium to 
[Salomon Smith Barney] calculated on the $500M principal of the Notes or $1.5M and a [$275,000 fee to RBC 
as additional compensation for their role as Certificateholder?] [Travis Winfrey is still checking on the annual 
fee equal to 36 basis points....] [Finally, Enron must also pay approximately $20,000 annually in fees to 
Wilmington Trust Company as Trustee of the Enron Credit Linked Notes Trust and $25,000 to United States 
TrustCompany of New York as Indenture Trustee.] 

These up-front expenses were deducted in calendar year 2000 for book purposes so Enron will make an M-1 
adjustment to amortize the expenses for tax purposes over the five year tenor of the transaction. Purely to 
accomplish a book accounting objective that has no tax implications, the implicit rate of return that Citibank 
receives under the Swap was set at a rate lower than Enron’s cost of flmds. When Enron’s obligation under the 
Swap is fair valued starting on the closing date of the transaction at Enron’s higher cost of funds rate, Enron 
will recognize a book (but not a tax) gain that is expected to offset the fees expensed by Enron for book 
purposes. Enron will make another M-1 adjustment to reverse this and all other fair value or mark-to-market 
adjustments made for book purposes. 


EC 000850726 
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To: Yosemite File 
From: J. Brent Vasconcellos 

Subject: $750 Million Yos«nite Debt - Recouree v. Nonrecourse 


Interoffice 

Memorandum 


Department: Global Finance Tax 
Date; November 26, 2001 


FACTS 

On November 18, 1999, Enron Co^. (“Enron”), an Oregon corporation, and Long Lane 
Master Trust IV (“Long Lane”), a Delaware statutory business trust, formed Yosemite Securities 
Tnist I (‘Yosemite”), a Delaware statutory business trust. Enron and Long Lane each contributed 
$37.5 million in cash to Yosemite in exchange for certificates of beneficial interest that bear an 
annual yield of 11% (the “Certificates”). Yosemite then issued $750 million worth of Linked 
Enron Obligations (“LEOs”) to qualified institutional buyers in a Rule 144A offering under the 
Securities Act of 1933. On December 30, 1999, Whitewing Associates, L.P. (“Whitewing”) 
purchased a portion of Enron’s Certificates for a $33,750 million face amount phis accrued but 
unpaid interest. After this purchase, the Certificates were owned 50% by Long Lane, 45% by 
Whitewing, and 5% by EnroiL 

The LEOs are supported by Yosemite’s $25 million note receivable fi-om Enron (the 
“Enron Note”) and an $800 million note receivable fi-om Delta Energy Corp. (the “Delta Note” 
and “Delta”, respectively), a Cayman Islands exen^t limited liability cornpany. The Delta Note 
and the Enron Note are Yosemite’s sole assets.' The Enron Note is an unsecured recourse 
obligation of Enron. Yosemite’s right to repayment under the Delta Note is secured by a series of 
swap transactions consisting of an $800 mMon prepaid commodity swap between Delta and 
Enron North America Corp (“ENA”)^, a Delaware corporation, a fixed for floating commodity 
swap between Delta and Citibank, and a fixed for floating commodity swap between ENA and 
Citibank. Enron has provided a financial guarantee in fevor of Citibsmk with respect to ENA’s 
obligations under the fixed for floating swap and a financial guarantee in favor of Delta with 
respect to ENA’s obligations under the prepaid swap. 

For U.S. Federal income tax purposes, the Yosemite transaction is treated as follows: (1) 
Yosemite is treated as a partnership; (2) the Certificates are treated as evidence of a partnership 
interest in Yosemite; (3) Enron, Long Lane, and Whhewing are treated as partners in Yosemite; 
(4) The LEOs are treated as indebtedness of Yosemite; (5) the Delta Note is treated as 
Yosemite’s partnership interest in Delta; and (6) the swap transactions are treated as a single $800 
million loan fi-om Delta to ENA 


’ Yosemite also has entered into a credit derivative agreement with Citibank in order to provide credit 
enhancement for the LEOs, but the Enron and 4e Delta Note ultimately suppcfft this agreement 
^ Note that the prepaid swap and fixed for floating swap with Delta and Citibank are in fact recorded on the 
financial accounting books of [RMT Liquids], a dirisiai of Risk Management and Trading Corp., a Delawa^ 
corporation and \^olly-owned subsidiary of ENA. 
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ISSUES 

1. Are the LEOs characterized as a recourse or nonrecourse partnership liability of Yosemite 
pursuant to Section 752 and the regulations thereunder? 

2. Assuming the LEOs should be characterized as a nonrecourse partnership liability of 
Yosemite, in what proportion should the liability be allocated to Yosemite’s partners 
pursuant to Section 752 and the regulations thereunder? 

CONCLUSIONS 

1. The LEOs should be characterized as a nonrecourse obligation under Section 752 and the 
regulations thereunder. 

2. The LEOs should be allocated among Long Lane, Whitewing, and Enron in proportion to 
each partner’s percentage interest in the Yosemite certificates. 

DISCUSSION 

Section 752 Regulations 

Definition of a Nonrecourse Partnership Liability 

A partnershp liability is nonrecourse to the extent that no partner or a related person, (as 
defined by Section 267(b) or Section 707(b)(1)), bears the economic risk of loss as set forth in 
Section 1.752-2.’ A partner bears an economic risk of loss for a partnership liability to the extent 
that, if the partnership constructively liquidated, the partner or a related person would be 
obligated to make a payment to any person because the liability becomes due and payable and the 
partner or related person would not be entitled to reimbursement firom another partner or a 
related person of another partner.* Under a constructive liquidation, the following is deemed to 
occur*: 

a) All partnersh^ liabilities become payable in fiiil; 

b) All partnershg) assets, including cash, have a value of zero; 

c) The partnership disposes of all of its assets in a fully taxable transaction for no 
consideration (except for relief fi'om liabilities for which the creditors’ right of repayment is 
limited solely to one or more assets of the partnership); 

d) All items of income, gain, loss, or deduction are allocated among the partners; and 

e) The partnership liquidates. 

Allocating Nonrecourse Partnership Liabilities Among Partners 


’ Treas. Reg. § 1.752-1 (a)(2). 

‘ Treas. Reg. § !.752-2(bXl). 

* Treas. R^. § 1.752-2(b){lXi)-(v). 


K 
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Once a deteimination has been made that a partnership has a nonrecourse liabflity, the 
liability must be allocated to the respective partners pursuant to Section 752 and the regulations 
thereunder. Generally, a partner’s share of nonrecourse liabilities is equal to: 

a) The partner’s share of minimum gain as determined under Section 704(c).® 

b) The amount of any taxable gain that would be allocated to the partner if the partnership 
disposed of the partnership property (in a taxable transaction) subject to one or more nonrecourse 
liabilties in full satis&ction of the UabiMties and for no other consideration.’ 

c) The partner’s share of excess nonrecourse liabilties of the partnersh^ (those liabilities not 
allocated among the partners under (a) or (b) above) as determined by reference to the partner’s 
share in partnership profits.* 


$750 Million LEOs Issued hv Yosemite 


Nonrecourse Liability 

Under a constructive liquidation of Yosemite pursuant to Section l,752-l(b)(i)-(v), the 
following steps would be deemed to occur. The LEOs would become payable in full The Enron 
Note and the Delta Note would have no value and Yosemite would be deemed to dispose of the 
Enron Note and the Delta Note in a taxable exchange for no consideration. If Yosemite is unable 
to repay the LEO holders, none of .Yosemite’s partners are obligated in any manner under the 
transaction documents to make a payment to any party. Enron’s guarantee of ENA’s swap 
obhgations is not relevant because Yosemite’s right to the swap repayment proceeds is derived 
solely from repayment of the Delta Note, which is deemed to have no value under the Section 752 
constructive liquidation. Therefore, because Ixmg Lane, Whitewing, and Enron would not bear 
the economic risk of loss with respect to the LEOs, the LEOs are a nonrecourse liability of 
Yosemite. 

Allocation of the LEOs Among Enron, Long Lane, and Wkitewing 

Pursuant to the Yosemite trust agreement, a Certificate holder is entitled to an annual 
yield equal to 11% on the face amount of the holder’s proportionate share of Certificates. Yield 
is payable semiannually as a distribution firom Yosemite to the Certificate holder. Further, upon 
termination of the Yosemite transaction, and to the extent that sufficient value exists within 
Yosemite after the LEOs are fully repaid, a Certificate holder is entitled to a distribution from 
Yosemite equal to the face amount of the holder’s proportionate share of Certificates. 
Accordingly, Long Lane, Whitewing, and Enron are each entitled to an 1 1% annual yield on their 
proportionate share of Certificates and, upon termination of the Yosemite transaction, repayment 
of the face amount of their proportionate share of Certificates. 

Therefore, pursuant to the allocation method for nonrecourse liabilities under Section 752 
and the regulations thereunder, the LEOs (principal amount plus accrued but rmpaid interest) 
should be allocated among Long Lane, Whitewing, and Enron in proportion to each partner’s 
percentage ownership of the Certificates. 


® Treas. Reg. § 1.752-3(a)(I). 

’ Treas. Reg. § 1.752-3(aX2) 

* fee Treas. Reg. § I.752-3(a)(3). 
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D. Dewar 

E. Locklear 
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S 
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From: Emmett, ian 

Sent: Friday. December 08, 20Q0 523 AM 

To: Moran, James 

Subject: RE; Prepaid Swap 


r seem to be missing something here, sorry, but »*t ace MS involved in the trade at all ? 

Original Message 

From: Moran, James 

Sent! 08 Decer^er 2000 11:16 

To: Emmett, Ian; Abib, Osraar; Payne. Sarah; Mcelwee, Greg; Tjandrarnaga, 

Nicolas 

Subject: RE; Prepaid Swap 


It is my understanding that the financings works as follows. 

The first leg is CSFB pays EJIA $150MM and ENA agrees to pay CSF3 the dollar value on a 
fi'Sed number of barrels of oil and a spot price every fSJ months and $150MM at maturity, 9 
months . 

The second leg has csfb paying Morgan Stanley the "variable" dollars just received from 
ENA and MS pays us in dollars an amount equal to SlSOl^ times a fixed interest rate. The 
fixed interest rate is 9 month LIBOR + 75bps, paid [3J monthly. 

The net effect for SNE Is raising $15Q^_at-L + 7Sbps for 9 months off-balance balance 
sheet. As the swap is booked in their oil swap book and not treated as debt. 

I'm with ENE this morning, but would welcome discussing this with you sometime before 8. 

My nuittoer is 5-9176. 


Permanent Subcommittee on Investigations 

EXHIBIT #194a 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Wootton, Steven 

Thursday, [^cember 14, 2)00 2:08 PM 
Tjandramaga, Nicolas; Emmett, Ian 

Smaiies. Geoff; Moran, James; Payne, Sarah; Clemow, Sarah; Newton, Karen; Johnson. 
Neal 

RE: URGENT / decfelon required- status on Eneron oil finked loan 


I have separately foiwarded the below flows to our Operations colleagues so that they can finalise the conflnmatlon 
documentation. Tlrey had some Issues. I had understood from you that we have to accept Enron's documentation and 
that Enron vrere providing the confirmations on transactions between CSFB and Enron - please can you confinn this, as 
Operations understand that Enron dont usually use tills form of documentation, do not use »ie 2000 Definitions, and are 
happy to sign our confirmations. 

I have raised issues to date on reputational rl^ and tills transa^ion wit! presumably not proceed untfi there Is a dear 
dgn-off from RRR. If this Is an accoonting-drfven transaction, and I had under5b>od before that ft Is, the Rrni's ^andard 
representations for accounting driven transactions wBI presumably be required to be Inserted In the confirmations? Will 
this cause a prottem for the cajunterparty if we have to use their documentation fornis? Have you asked for RRR sign-off 
on not Induding sudi representations? I have also asked whetfrer each leg of the transactions Is on its own account, at 
mailcet - could you canfinm for the below cash-flows. 

On the documentation. I have received a call from James Moran sa^ng that the guaranlee Is to be executed som^lme 
today and so he has proposed he should be the conta<a person included in the guarantee. Please, Instead, refer them to 
the contact details fxovided in the extant ISDA master agreement between us. I have raised issues on the guarantee 
and agreed witii Nicolas that I vrould raise these with Enron If the trade went live. The contact person at Enron has gone 
home some time ago. I understand that the guarantee Is being executed and I have not had the of^rtunlty to n^otiate 
it. I therefore assume that front office Is happy with the guarantee without the benefit of LCD negotiating it. I have 
mentioned my mo^ serious and obvious concerns before • there Is no liability, for consequential loss (eg what happens If 
we cannot perform to MS and they sue us for damage and consequential damages): they have 5 days* grace to perform 
on the guarantee; there are no representations as to enforceabflity; in addition, as you will see on the face of the 
document, vre are subject to any sel-offe Enron would like to claim and the guarantee is expressed to be effective 
throughout the life of the swap transaction (it should say after discharge in full of the swap transaction). I also assume 
that front officre is happy to take the risk that the guarantee is unenforceable as no due diligence has been performed cxi 
the guarantee. 

Regards 

Steve 


— -Original Message- — 

Tram: Tjaidramaga, tAcoIas 

Sente 14 December 2000 18:40 

To: Emniet^ Ian; Smaiies, Geoff 

Cc! woelttin, Steven 

Subjecb / decision required- on Eneron oil loan 

Just came of the phone with James Moran / Sarah Payne 

SUMMARY OF THE DEAL 
Enron receives ISOm $ from CSFB 

CSFB receives Y barrels of floating oil at the end of every 3m for 9m (vrilh a value to cover Libor + 75bp. roughly 6.5mS 
notional) 

CSFB receives X barreis at the end of the 9m period (witii a value to reimburse the SISOm notional) 

CSFB enters pays the Y barrels of oil in an oil swap with MS to receive fixed S amounts to cover interest rate charges 
(notional roughly 3* 90.000bbl/m = 270.000bbls) 


Permanent Subcommittee on Investigations 

EXfflBIT#194b 
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From: 

Moran, James 

Sent: 

Thursday. Dewmber 14. 2»00 3:37 PM 

To: 

Smaifes, Geoff 

Cc: 

Tjandramaga, Niasias; Abft), Osman Payne, Sarah 

Subject: 

Enron — Pt^id Oil swap 

Geo^ 



As you are aware, we are expectii:^ to dose on a prepaid dl swap with Emxm North America (as guaratfeed by Enron 
Coip.) toraoiTOw Dec. 15. Nick indcateddiat be re^iircd getting your final approval on &etransidioQ. Regarding 
appro’rals, CRM has approved Ae re^iired Bitmi (J200 miUion) and Morgan Stanley ($««) imliion) PE limits. 

X just want to highlit sevoral issiKs, which dicnild assist yxxi in provkhng your approval to Nick. 

1- Risk ~ IBD is assuming 100% of “aQy*and'<dl” losses that roa>> result &om this transaction. 

2. Income — All income frcm dte transrutiai is for your tiading book, S990,000 (10bps upfrcnt foe on S150MM and a 
per annum interest margra of 75 bps on SISOMM ftr 9-mOTths.). 

3. Rdationship ~ Etuon is one of Finn’s top accounts, if not die number one relationship. Osmar Abib is the Primary 
on the name. The importance of tfw transacoon is amplified by several sizable ass^ments, which CSFB has been 
unable to ccmplete under Enron’s timetdilc and the fact that we have informed Ben Glisan, Tieasurer of Enron, we 
are working to close tomorrow. This prepaid swap transaction is Ben’s “pet" prefect. 

Furdier, I want to clarify the reputation ride of diis transaction. I have had several conversations with Marc Ste^itz and he 
i n d ic ate d to me that hs wcsild be olay widi the transaction if the Treasurer or CFO of Enrc« North America sigied die 
trade C(Kifinnation. I have discus^ this condition whh the Client, who understand our request, and will have the 
confirmation signed by mther the Treasurer or CFO. 

I appredato ^i^itioa to this very irt^jortam transactkxi and I apolt^es for intOTupting your vacation. If I can be of 
any assistance, please foil free to call me at the office (212) 325-9176 or at home at (973) 377-52X6 at anytime. 

James P. Moran 
OiMCtDr 
CREDIT (FIRST 
SiASSEf BOSTON 
(212) 325-9176 
(212) 325-6615 (ftx) 

3amesJiOQn€lCSre.com («mait} 


^ Permanent Subcommittee on Investigatio^ 


EXHIBIT#! 94c 


SR00037765 





1988 


From: Tjandramaga, Nicolas 

Sent: Friday, December 15. 2000 7:48^ 

To: Moran, James 

Subject: RE; docs/guaranlee approval 


REDACTED 


— Original 

Message — 

Fnjm: 

Tjandramaga, Ntedas 

^nt: 

IS DecEirajer 2000 L2;16 

To: 

Moran, Jamas 

Subject: 

FW: d«s/gu3rantte i^roval 


Chiginal i 

Message — 

From; 

TjsKb^maga, Nitxiias 

Sent: 

iS December 2000 12:04 

To: 


Qs 

Woettun, Seven; Emmett, Ian 

Subject: 

FW; docs/giisrantee arKXvval 


hi marc 


-we rteed your OK on the below described trade 

-Enron has confirmed that it will be their Treasurer or CFO that will sign the deal 

-very important for them is that the docs are as standard as possible and DO NOT include any 

represerrtations on accounting driven iransactions 

your approval is the only thing missing right now for the trade to go through today (morning NY time) 
I will can you later on 

thanks, 

Nicolas 


— on^nai Message— 

From: Tland^maga, NIcdss 

Sane 14 Oesmoer 2000 18;4Q 

Tp: Emmett, Im: Smaaes, Geoff 
Ce: WootEon, Steven 

Subjeet: UtGElTT / cwsien requrec- satus cn Eneron oU imtefl loan 

just came of the phone with James Moran / Sarah Payne 

SUMMARY OF THE 0£AL. 

Enron receives 150m S from CSF8 

CSFB receives Y barrels of floating oil at the end of every 3in for 9rn (wth a value to cover Libor ^ 75bp. 
roughly 6.5mS notional} 

CSFB receives X barrels at the end of the 9m period (with a value to reimburse the S1 50m notional) 

CSFB emers pays the Y barrels of oil in an oil swap with MS to receive fixed S amounts to cover interest rate 
charges (notional roughly 3* 90, OOObbl/m = 270.000bbls) 

CSFB enters pays the X barrets of oil in an oil swap with MS to receive fixed S amounts for principal 


Permanent Subcommittee on Investigations 
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From: Moran, James 

Sent: Monday. Seplember 17. 2Q(n 8:28 AM 

To: Abib, Osmar 

Subject: RE: Enron Oil Trade 


We agreed to do Itie deal as it was a special requesWavor from Ben. Not sum if we got anylhing specific oilier Itian a 
relationship building chip. 

—Original Message — 

From: Osmar 

Sent: f-tencJay, September 17, 2001 9:19 AM 

To: Moran, James 

Subject: HE: &Yt>n Oil Trade 

Please remind me as to who at Enron Oilglnafiy asked fbr this deal and yrfty we agreed to do it (and mc« importantlv 
what did CSFB gel from it besides being nice guys once again). 

- 1 am sure that Bayo will be coming at me on this given the email traffic below. Thanks. 

Oiginal Message — 

From: frtoran, James 

Sent: MoneSay, 17. 200 1 8:11 AM 

To: C^nlesi,Adebayo; Abib, Osmar 

Subject: FW: Efirw OK Trade ....... 

E-mail traffic from when the facility was established last December. 

— OriginaK Message- — 

From: Cooper, Adrian 

Sent: Ffcnday, December 18, 2000 11:08 AM 

To; Smailes, Geoff 

cc: Emmeo; Ian; Moran. James; Attb. Osmar; Rnncericb. Jotm 

Subject: RE: B«n Oil Trade 

Geoff - I8D will assume the credit risk from FID and your book for this nine-month expoaire to Enron arising 
from this oil-iinked loan. 

Adrian 


— Origiflai Mtesage-— 

From; Smailes, Geoff 

S«t: Monday, Osamber 18, 2000 3:« PM 

T«j W)ib, Osmar; Tjandramaga, Nicdat 

Ce; Gjoper, Adrian; Emmett Ian; Moran, Jamas; RcneevWt. John 

Subject: RC: Enron Oil Trade 

no more Q’:s so long as Adrian is on board. Lets i^'nt 

— Criginal Message— 

From: ADio, Osmar 

Sent: 18 December 2000 1S:34 

To: Smailes, Geoff; Tjandramaga, Nicdas 

CcJ Cooper. Adrian; Emrnett Jan; Mcran, James 

Subject; R£: Enron Oil Trade 

As we discussed Iasi Friday. IBD (Enron coverage team) is confirming our willingness to lake the credit 
risk associated with this transaction. 

Please let me know if you have any other questions. Thanks. 

Osmar Abrb 
hfanaging Director 
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From: Abib. Osmar 

Sent: Friday. September 21 . 2001 5:37 

To; Moran, James 

Cc: M<^abe. Brian 

Subject; RE: PLEASE CALL ME IMMEDIATELY / EM^ON-RELATEO CREDIT ISSUE 


LIFE ALWAYS GETS INTERESTING m FRIDAY AFTERNO(»iS! 

1. Cheryl Lipshutz called me. She was panicked about your consents concerning an 
"international bank crisis which CSFB needs to help resolve" (what are you talking 
about! !J) and wanted to let us know that $40 million is probably a doable number for her 
but that she can't confirm until Monday afternoon because the "right" people are on 
airplanes today. Does waiting until Monday work for you? Please let us know and/or call 
Cheryl yourself. 

2. Furthermore, I just got a call frcsn Barry Schnaj^t, Dan Boyle and Tim Despain about an 
emergency request for a $150 million prepaid facility (they want to work over the weekend 
and fund next week???)in return for the left pole position on a $1B benchmark bond deal 
(obviously someone just whiffed on them) . 1 told them that we were basically full up on 
credit and that wc already bad a $150 million renewal of a prepaid in progress. They were 
not aware of this renewal and were going to check up on it. In any case, this looks like 
incremental credit to CSFB which I am not sure we can handle at this point. I also reached 
Bayo and he said that our response would have to wait until Monday when he can talk to 
Tony James, O'Brien, Maletta, etc. (I assume that he doesn’t want to make any decisions 
over the weekend given the unsettled nature of our world these days). Your thoughts? 

Please call Brian or me ASAP. Thanks. 

Original Message 

From; Moran, James 

Sent: Friday, -September 21, 2001 5:25 PM 
To: Abib, Osmar 

Subject: Re: PLEASE CALL ME IkWEOIATELY / ENRON-RELATED CREDIT ISSUE 


On a train home, will call in 40 minutes. What’s up? 


-Original Message 

From: Abib, Osmar <osmar.abib@csfb.com> 

To; Moran, James kjames.moranScsfb.coco 
Sent: Fri Sep 21 18:19:29 2001 

Subject: PLEASE CALL ME IMMEDIATELY / ENRW-RELATBD CREDIT ISSUE 



SR0Q037319 
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CREDfT SUISSE FIRST BOSTON CORPORATION 


CREDIT I FIRST 
SUISSE I BOSTON 


Oie MadisOTi Avenue Telephone 212 325 4321 

New Vfcffk, NY 10010-3629 Telefax 212325 2121 

emaS: gafy.lynchQcsfb.com 


6Af?YG. LYNCH 

General Counsel 
ExeojCve Board Member 


April 24, 2002 

The Honorable Carl Levin 
Chairman 

Permanent Subcommittee on Investigations 
Committee on Govenimental Affairs 
United States Sraiate 
Washington, D.C. 20510-6260 

Dear Chairman Levin: * 

Please find below and enclosed information and documents responsive to the April 10, 
2002 request of your Subcommittee for certain information from Credit Suisse First 
Boston Corporation (“CSFB’O and Donaldson, Lufldn & Jenrette Securities Corporation 
(“DLJ”). 

It is important to note that prior to their merger in November 2000, CSFB and DU were 
separate companies, each of which independently provided services to Enron (among 
many other corporate clients). As independent firms, CSFB and DU were largely 
unaware of the work that the other company (and numerous other investment banking 
firms) was conducting for Enron, except for that >\hich was publicly disclosed. 

Our responses and document production reflect our best effr)rts as of the date of this letter 
to obtain and review responsive information and documents, consistmt with our 
understanding of the scope of the request following discussions with your staff. 

CSFB respectfully requests that the information and documents provided herewith be 
kept strictly confidential, given their iM’oprictary nature. 

1. Response to Request No. 1 : Attached as i^endix I is a list of Enron-related 
transitions involving CSFB or DU. Attached as Appendix 2 is a list of CSFB 
investments and DU investments in Enron-related SPEs or related partnerships. Both 
Appendix 1 and Appendix 2 have also l»en supplied to the House Committee on Energy 
and Commerce. 


Permanent Snbcommittee an Investigations 
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Also provided herewith are documaits relating to LJM Cayman and LJM2, and the 
Marlin, Osprey and Iguana transactions. CSFB notes that CSFB was a passive investor in 
LJM Cayman; that CSFB and DLJ are passive investors in LJM2, bodi investments 
having been made independently prior to the November 2000 merger of CSFB and DLJ; 
and that CSFB and DLJ do not have (and have not ever had) any control over or 
management role with either UM Cayman or LJM2. CSFB notes further that Marlin, 
Osprey and Iguana were Rule 144A offerings which were made to qualified institutional 
buyers, and that Marlin and Osprey were presented to and rated by rating agencies. 

2. Response to Request No. 2 : Documents re^nsive to this request are included in the 
documents provided in response to Request No. I . 

3. Response to Request No. 3 : Documents responsive to this request are included in the 
documents provided in response to Request No. 1. CSFB notes that neither CSFB nor 
DLJ was on the Advisory Committee of UM2 Co-Investment, L.P. 

4. Response to Request No. 4 : Documents responsive to this request are included in the 
documents provided in response to Request No. 1 . 

5. Response to Request No. 5 : Documents responsive to this request are included in the 
documents provided in response to Request No. 1. 

6/7. Response to Requests Nos. 6 and 7 : ERNB Ltd. is a subsidiary of Credit Suisse 
First Boston (International) Holding AG. ERNB Ltd. is a limited partner of UM 
Cayman which in turn is a limited partner of UM Swap Sub. LJM SwapCo is a general 
partner in UM Swap Sub. 

The equity owner of Parrothead II, LLC is BSCS XVIII, an affiliate of Lord Securities. 
DU International Capital and DU Capital Fimding hold debt of Parrothead II, LLC. 

8. Response to Request No. 8 : CSFB is not aware of any individuals at CSFB or DU 
who invested in LJM. CSFB responds further that, while not an investment in an LJM 
related entity, twelve DLJ employees (identified in Appendix 3) did invest in an offering 
by Osprey in October 2000 (sometimes called "Osprey ni") through an investment 
vehicle called 0 A Investments. 

Please be advised that the individuals listed in Appendix 2 have been notified of their 
rights pursuant to Section 502 of the Gramm-Leach-Bliley Act (Pub. L. No. 106>102, 113 
Stat. 1338 (1999)) and given CSFB their consent to provide nonpublic personal 
infonnation in connection with this response. We note that this nonpublic personal 
information is further subject to the legal prohibition on reuse of nonpublic personal 
information imder Section 502(c) of the Gramm-Leach-Bliley Act. 

9. Response to Request No. 9 : CSFB is not aware of any presentations made by CSFB 
or DLJ to Enron or UM relating to Marlin, Osprey or Iguana. 
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Should you have any questions or require further information, please do not hesitate to 
contact Joseph Seidel in our Washington ofl5<» at (202) 354-2802. 


Sincerely, 



Gary G. L; _ 

Global Genera! Counsel 




cc: The Honorable Susan M. Collins 

Ranking Minority Member 
Permanent Subcommittee on Investigations 
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APPENDIX 1 

As previously aoted, Credit Suisse First Boston (CSFB) and Donaldson, Luflcin & 
Jenrette (DU) were separate business entities prior to their merger in Novembo" 2000. Until that 
date, each firm provided services to Enron and many other corporate clients on an independent 
basis, and competed with one another for business. 

In addition to the services listed below, CSFB and DU may also have competed to 
provide services that Enron awarded instead to another of the various investment banks that 
provided services to Enron. 

CSFB 

CSFB provided the services listed below that are responsive to request number 1 . Where 
known, fee information and dates of engagement have been provided. 

From 1997 to the present, CSFB participated with over 50 other banks in providing credit 
revolver fecilities to Enron with undrawn commitments. 

In July 1997, CSFB underwrote an offering by Enron of $200 of million public notes and 
received a fee of $125,213. 

In November 1997, Goldman, Sachs & Co. was the lead underwriter of a $100 million 
offering of public notes for Enron Oil and Gas. The underwriting syndicate included Merrill 
Lynch & Co., Morgan Stanley Dean Witter and CSFB. CSFB collected a fee of $89,363. 

In May 1998, Goldman Sachs & Co., Lehman Brothers and CSFB participated in an 
underwriting syndicate of 15 million of Enron secondary stock, which raised $750 million. 
CSFB earned a fee of $2,331,895. 
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In May 1998, Chase Manhattan Bank served as the lead bank in a $500 million revolving 
credit fecility for the JEDI n project. CSFB provided $40 million of participation. CSFB earned 
a syndication fee of $5,685,000 and received annual interest payments. 

In November 1998, Barclays Bank acted as the administrative agent and served with 
CSFB as co-arranger of a debt refinancing lor the JEDI I project. CSFB underwrote $162.5 
million of the total $325 million credit facility. CSFB received a syndication fee of $2, 1 85,000 
and annual interest payments. 

In November 1998, CSFB underwrote an offering of $250 million of Enron public note 
and received a fee of $2,1 14,755. 

In 1999, Chase Manhattan Bank led a lending syndicate that provided a $400 million 
credit revolver fecility to Enron Oil and Gas. CSFB made a $12 million commitment. CSFB 
received a fee of $70,993. 

In 1999, CSFB made lending commitments of $35.6 million and $3.6 million to Dabhol 
Power Company. CSFB received a fee of $2.5 million, as well as interest payments, in 
connection with the $35.6 million commitment. CSFB received interest payments in connection 
with the $3.6 million co mmit ment. 

In 1999, CSFB provided M&A advice on an asset divestiture by Enron Oil and Gas and 
received a fee of $7 nuUion. The date of engagement was December 15, 1998. 

In February 1999, CSFB co-managed with DU an approximately $750 million common 
stock offering of 12 million shares of Enron. The underwriting syndicate included Lehman 
Brothers, Merrill Lynch & Co., Morgan Stanley Dean Witter, Prudential Securities, Salomon 
Smith Barney and Schroder & Co. Inc. CSFB earned a fee of $10,347,810. 


- 2 - 
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In April 1999, NationsBank/Bank of America acted as lead underwriter for an $850 
million debt offering of East Coast Power LLC. CSFB participated in the underwriting syndicate 
and received a fee of $2,087,564. 

In June 1999, Merrill Lynch International served as lead manager of an underwriting 
syndicate for the initial public offering of 36,600,000 shares of Azurix, which raised 
$695,400,000. The underwriting syndicate included Paine Webber International, ABN AMRO 
Rothschild, HSBC Investment Banking and CSFB. CSFB earned a fee of $4,596,521. 

In June 1999, CSFB provided M&A advice on the sale of an interest in East Coast Power 
LLC to El Paso Energy, Inc. and earned a fee of $850,000. The date of engagement was June 1, 
1999. 

In Augtjst 1999, CSFB provided M&A advice on the potential divestiture of Portland 
General and received a fee of $1,150,000. The date of engagement was August 13, 1999. 

In February 2000, CSFB co-led with DLJ a bond offering for Azurix of $440 million and 
£100 million of debt. Merrill Lynch & Co. and Chase Securities Inc. participated in the 
syndicate. CSFB received a fee of $2,629,564. 

In March 2000, CSFB underwrote a private money market note offering of $1 billion for 
Enron and earned a fee of $684,464. 

In May 2000, CSFB provided M&A advice on the acquisition of MG pic. and earned a 
fee of $4,500,000. The date of engagement was May 9, 2000. 

In June 2000 and November 2000, loan syndicates wa-e formed to provide credit 
facilities to LJM2. Chase Manhattan Bank served as the lead bank for the June 2000 $65 million 
facility, of which CSFB raised $10 million. Dresdna served as the lead bank for the Novemba 
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2000 $200 million facility, of which CSFB raised $30 million. CSEB earned fees of $73,608 and 
$303,283. 

In October 2000, after the announcement of their morger, CSFB and DLJ co-led the 
initial public offering of 24 milli on shares of The NewPower Company, which raised $504 
million. The underwriting syndicate included Chase H&Q, CIBC World Markets, Paine Webber 
Incorporate4 Salomon Smith Barney and DLJrfirecf Inc. CSFB and DLJ earned a combined fee 
of$15,700,825. 

In October 2000, Deutche Bank Alex. Brown was the joint book-running managa- with 
CSFB of a Rule 144A offering of $750 million and £315 million of debt and $50 million of 
equity for the Osprey HI project. Lehman Brothers and UBS Warburg LLC served as co- 
managers. CSFB earned a structuring fee of $1,347,071 and a debt capital markets fee of 
$992,804. The date of engagement was Septonber 28, 2000. 

In December 2000, CSFB was the lead underwriter in a synthetic lease that provided a 
$600 million debt revolver for a project called TurboPark/E-Next Generation. CSFB earned a fee 
of$5,125,000. 

In December 2000, CSFB financed a $150 million oil swap and earned a fee of 
sqrproximately $870,000. The oil swap was set to mature in September 2001, but was rolled ova 
an additional year at the request of Enron with CSFB's consent. 

In early 2001, CSFB provided M&A advice on the sale of eight "peaking" powa plants 
and earned a fee of $10,661,950. The date of engagement was Octobff 30, 2000. 

In April 2001, CSFB provided M&A advice on a potential EBS/movie studios joint 
venture and earned fees totaling $300,000. The date of engagement was April 12, 2001. 
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la July 2001, Deutsche Bank Alex. Brown served as the joint book-running manager 
with CSFB to refinance the Marlin entity through a second Rule 144A ofifering of two debt 
tranches of $475 million and £515 million. CSFB earned a structuring fee of $1,143,175 and a 
debt capital markets fee of $1,604,288. The date of engagement was July 11, 2001. 

In December 2001, CSFB Europe (London) underwrote a £50million private placement 
debt offering for Wessex Water Services Finance pic. and earned a fee of £250,000. 

From January 1999 through the present, CSFB provided M&A advice for the potential 
divestiture of an Enron power plant and other assets. To date, CSFB has identified $250,000 of 
fees in connection with this work. The dates of engagement were January 9, 1999, November 17, 
2000, Novembw 29, 2001 and December 17, 2001. 

DLJ 

DU provided the services listed below that are responsive to request nnmba- 1. Wha-e 
knovm, f^ information and dates of engagement have been provided. 

From 1997 to the present, DU partic^ated with over 50 other banks in credit revolver 
fecilities for Enron. 

In November 1997, DU advised Enron Global Power and Pipelines LLC in connection 
with going private and received a fee of $2.5 million. The date of engagement was May 14, 
1997. 

In 1998, DU provided advice on a potential offering of $200 million of Enron Energy 
Services LLC common stock and received a fee of $250,000. The date of engagement was 
December 16, 1997. 
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In 1998, DLJ provided advice on the sale of a Pittsburg, California power plant project 
for $50 million. The transaction closed in 1998 and DU received a fee of $1,150,000. 

In May 1998, DU led an underwriting syndicate of 15 million shares of Enron 
secondary stock, which raised $750 million. Goldman Sachs & Co., Lehman Brothers and CSFB 
also participated in the underwriting syndicate. DU earned a fee of $10,025,933. 

In December 1998, BT Alex. Brown was the joint book-running manager with DU of a 
Rule 144A offering to institutional investors of approximately $1 billion of debt and $125 
million of equity in connection with the Marlin I entity. DU earned a structuring fee of 
$2,560,000, a private placement fee of $1,250,000, and a debt capital markets fee of $2,423,670, 
The date of engagement was October 20, 1 998. 

In December 1998, Chase Securities, BT Alex. Brown and DLJ co-lead managed a $415 
million bank fecility and co-lead managed the private placement of $60 millio n in equity in 
connection with the Firefly entity. DU received a syndication fee of $1,125,000, a private 
placement fee of $1 mi l lion, and other revenues of $922,519. The date of engagement was 
December 28, 1998. 

In February 1999, DLJ co-managed with CSFB an approximately $750 million common 
stock offering of 12 million shares of Enron. The underwriting syndicate included Lehman 
Brothers, Merrill Lynch & Co., Morgan Stanley Dean Witter, Prudential Securities, Salomon 
Smith Barney and Schroder & Co, Inc. DU earned a fee of $3,283,937. 

In June 1999, Merrill Lynch International served as lead managa’ of an underwriting 
syndicate for the ff O of 36,600,000 Azurix shara, which raised $695,400,000. The underwriting 
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syndicate included Paine Webber International, ABN AMRO Rothschild, HSBC Investment 
Banking, DU and CSFB. DU earned a fee of $6,051,203. 

In September 1999, Deutsche Bank Alex. Brown was the joint book-running manager 
with DU of a Rule 144A offering of $1.4 billion in debt and $125 million in equity in 
connection with the Osprey entity. Bear Steams & Co. Inc. and Salomon Smith Barney acted as 
joint lead managers. DU earned a structuring fee of $3,262,500, a debt coital markets fee of 
$2,317,622, and a private placement fee of $500,000. The date of engagement was September 
16, 1999. 

In November 1999, Salomon Smith Barney served as lead manager of a syndicate to 
refinance $750 million of Enron bank loans in capital markets. Deutsche Banc Alex. Brovm and 
Greraiwich NatWest served as co-lead managers. DU was listed as a membra" of the syndicate. 
DU did not receive a fee for the transaction. 

In December 1999, DU managed a Rule 144A offering of $202 million in debt and $6.4 
million in equity in connection with the monetization of senior notes of Enron. DU earned a 
structuring fee of $128,000 and a debt capital markets fee of $202,000. 

In February 2000, DU co-led with CSFB a bond offering for Azurix of $440 million and 
£100 million of debt. Merrill Lynch & Co. and Chase Securities Inc. participated in the 
syndicate. DU received a fee of $3,986,827. 

In 2000, DU provided M&A advice on the sale of a right to build a powra" plant in 
Oregon and received a fee of $750,000. The date of engagement was January 14, 2000. 
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In July 2000, DLJ managed a Rtile 144A "private/private" offering of $95 million in debt 
and $30 million in equity in connesdion with the funding of the synthetic sale of interests in 
European power assets. DLJ earned a private placement fee of $675,000 and a structuring fee of 
$3,075,000. A copy of an unsigned engagement letter lists the date of engagement as July 11, 
2000. 

In July 2000, DLJ raised additional equity capital investments of $70 million in 
connection with the Osprey entity. DLJ earned a fee of $500,000. 
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APPENDIX 2 * 

As previously note4 Credit Suisse Firet Boston (CSFB) and Donaldson, Lufldn & 
Jenrette (DLJ) were separate and independent business entities prior to their merger in November 


CSEB provided the services listed below that are responsive to request number 1 . Where 
known, fee or other return information has been provided. 

In June 1997, Citibank acted as lead agent in a synthetic lease transactions made in 
connection with Enron / SSBT Trustee-Enron Omaha Trust, which was renewed in December 
2000 as Enron /JT Holdings/ CXC / SSBT. CSFB participated by providing $10 million of a $25 
million credit facility and $56.6 million of a $110 million credit facility. The CSFB Credit 
Committee authorized the transactions. CSFB earned a fee of $52,130 and received annual 
interest payments. 

In November 1998, Barclays Bank acted as the administrative agent and served with 
CSFB as co-arranger of a debt refinancing for the JEDI I project. CSFB underwrote $162.5 
million of the total $325 million credit facility. The CSFB Credit Co mmit tee authorized the 
transaction. CSFB earned a syndication fee of $2,185,000 and received annual interest 
payments. 

In December 1998, Citibank served as lead bank for an underwriting syndicate that 
provided $750 million of debt refinancing in connection with the financing of international 

‘For purposes of completeness, certain transactions described in Appendix 1 are also 
described in Appendix 2. 
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Enron assets. CISC and WestLB acted as co-anrangers. CSEB participated in the underwriting 
syndicate. The CSEB Credit Committee authorized the transaction. CSEB earned a syndication 
fee of $3,509,000 and an interest payment. 

In June 1999, Chase Manhattan Bank served as lead agent for a synthetic lease 
transaction that raised $310 million in connection with Brazos OfiBce Holdings n, L.P. (formerly 
Enron - Houston HQ). CSEB was a syndicate participant and raised $13 million. The CSEB 
Credit Committee authorized the transaction. CSEB earned a fee of $44,443 and interest 
payments. 

In June 1999 CSEB invested $7.5 million, and in December 1999 CSEB invested $45.1 
million, in the LJMl entity. NatWest was an equal investor. The CSEB Investment Banking 
Committee authorized the investment. CSEB received an overall return of ^proximately $31 
million on its investment. In September 1999, CSEB provided a bridge loan of $25 million to the 
-LJMl entity, which was rqtaid in December 1999. CSEB received a fee of $25,000, as well as 
interrat, in connection with the loan. 

In December 1999, Merrill Lynch & Co. served as the lead investor of an investment 
commitment for LJM2 Co-Investments L.P. CSEB provided a $10 million investment 
commitment and paid in net capital of $1.7 million. CSEB lost money in connection with the 
investment. The CSEB Investment Banking Committee authorized the transaction. 

In December 2000, CSEB was the lead underwriter in a synthetic lease that provided a 
$600 million debt revolver, $75 million of which was retained by CSEB, for a project called 
TurboPark/E-Next Generation. The CSEB Credit Committee authorized the transaction. CSEB 
earned a fee of $5,125,000. 
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la April 2001, Banc of America Securities LLC and Royal Bank of Scotland served as 
co-arrangers of a bank financing transaction for Brazos VPP. CSFB provided $15 million of 
debt. The CSFB Credit Committee authorized the transaction. No fees were recorded prior to the 
Enron bankruptcy. 

In July 2001, Deutsche Banc Alex. Brown s^ed as co-lead with CSFB on a refinancing 
of the Marlin entity through a second Rule 144A offering comprising two debt tranches of $475 
million and £515 million. ABN Amro Incorporated, Banc of America Securities LLC, CIBC 
World Markets, Dresdnar Kleinwort Wasserstein and IP Morgan sowed as co-managers. CSFB 
bought $2.5 million of the equity certificates in the transaction. The CSFB Credit Committee 
authorized the transaction. CSFB received ho fees relating to its investment. 

In August 2001, CIBC assigned to CSFB a note under which KStar VPP Trust owed 
$153 million. The transaction was approved by CSFB Credit Risk Management. No revenues 
have been located for the transaction. 

In September 2001, Barclays Bank structured and provided debt to a $275 million debt 
and equity transaction in which CSFB made an $8.2 million equity investment. The CSFB Credit 
Committee authorized the transaction. CSFB earned a fee of $1 million. 

In September 2001, CSFB served as lender in a transaction raising $23.9 million of debt 
for the monetization of Enron Heating, Ventilation and Air Conditioning Company. CSFB also 
acquired $1.1 million of equity. The CSFB Credit Committee authorized the transaction. No 
fees were received by CSFB before the bankruptcy filing. 
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DLJ 

DLJ provided the services listed below that are responsive to request number 1. Where 
known, fee or other return information has been provided. 

In December 1998, Chase Securities, Bankers Trust and DU each provided one-third of 
the bank debt financing in a $415 million syndicated bank fecility in connection with the Firefly 
project. The DU Investment Banking Committee authorized the transaction. DU received a 
syndication fee of $1,125,000. 

In December 1999, Merrill Lynch & Co. served as the lead investor of an investment 
commitment to UM2 Co-Investments L.P. DU provided a $5 million investment commitment 
and paid in net capital of $900,000; DU lost money in coimection with the investment. The 
transaction was authorized by the DU Fund Investment Partners HI Investment Cormnittee. 

In December 1999, DU managed a Rule 144A offering of $202 million in debt and $6.4 
million in equity in cormection with the monetization of senior notes of Enron. DLJ bought the 
$6 million of equity certificates in the transaction. The investment was authorized by a 
committee of Investment Banking and Merchant Banking representatives. 

In October 2000, Deutsche Bank Alex. Brown was the joint book-running manager with 
DU of a Rule 144A offering of $750 million and £315 million of debt and $50 million of equity 
in cormection with Osprey HI. DU bought $42.5 million of the equity certificate in the 
transaction. Lehman Brothers and UBS Warburg LLC served as co-managers. DU received no 
fees in cormection with its investment. 
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Appendix 3 


Further R^ponse to Reau^t No. 8 

Osprey was a special purpose entity that was financed overal by $265 million in equity 
and aj^oximately $2.5 rallion in debt fi'om outside investors. Ospr^ I was established 
vfith an initial fiimcing of $125 mfllion in equity and $1 .4 billion in &bt. Osprey II was a 
follow-on financing that added $70 million in equity. Osprey in was a second follow-on 
financing that add^ $750 miUion in debt, Euro 315 million in debt and $50 million in 
^uity. In October 2000, the twelve DO emiployees listed in this Appendix 3 made equity 
investments in Osprey HI, each of which we imd^tand to be curren% in defeult, throu^ 
an investment vehicle called OA Investments. These personal investments amounted to 
less than four tenths of one per cent of the equity in the Osprey structure. 


Name 

Firm 

Date of Investment 

Amount 

Michael A. Ranger 

DU 

October, 2000 

$ 200,000 

Latuence Nath 

DU 

October, 2000 

$ 150,000 

Paul A. Davis 

DU 

October, 2000 

$ 100,000 

Jef&ey Quinn 

DU 

October, 2000 

$ 100,000 

Debra L. Hems^ 

DU 

October, 2000 

$ 100,000 

Dominic A. Capolongo 

DU 

October, 2000 

$ 75,000 

Christopher Webb 

DU 

October, 2000 

$ 55,000 

Gavin Wolfe 

DU 

October, 2000 

$ 50,000 

EricJVIanley 

DU 

October, 2000 

$ 50,000 

Jamie Pate 

DU 

October, 2000 

$ 50,000 

PhiUp Turbin 

DU 

October, 2000 

$ 35,000 

Patricia P. Lynett 

DU 

October, 2OO0 

$ 35,000 


As stated in our cover letter, please be advised that the individuals listed above have been 
notified of their rights pursuant to Section 502 of the Gramm-Leach-Bliley Act (^b. L. 
No. 106-102, 113 Stat. 1338 (1999)) and ^vai CSFB their consent to provide nonpubUc 
personal information in connection tlm response. We note that thK nonpubUc 
personal information is fiuther sulgect to the legal prohibition on reuse of non-pubUc 
personal information under section 502(c) of the Chamm-Leach-Bliley Act. 
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MCSRiDE. JAMES R** <JAMES_fi filCSRIDE@fleet.com> on 12/22/ "’000 
03:11:44 PM 


To: 'GEORGE SERiCE (E-mail)* <GEORG£.SERlCE@chase.com> 

cc: . 

Subject; 


I hops this description is sone what close to reality? ! 

harry Christnas-. 

Ji» 

«Approval Foru»neeo.doc>> 


Janes R. JIcBride - 
flanaging Director 

Fleet Corporate and Invastnent Sankinq 

713.315. »f210 (Direct) 

713.315. H222 (Fax) 
Ja«es_R__HcBride3Fle8t • coi» 


' • Approval ForumMemo.doc 
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To: Loan Forum 

From: James R. McBride and Jill A. Calabrese 
Date: DeceirdjCT 20, 2000 

Re: Project Mahonia - S33 0 Million Forward Sale Natural Gas Contract 

Enron Financing CHtjectives 


On Deceiuto 1 8. 2000. Ddrt Capital Markets received ^proval to purchase up to a S167 million interest 
in a natural con^att. That conOKt requires Enron Nonfa Americaa tomake innireddivaies of natural 
gas. Today. Financial lastitBtioas is seeking to e^bludt or increase certain aedit limits for Travdos, St. 
Paul. Lumbermen’s, Hartford, and Safeco to support this transaction. These clients will issue snrety bonds 
to guiurantee ^ron’s performance ooder the natural gas contract. This memo is written in ssj^wn of 
Finmcial Institutimis' request and is intended to ^vide a brief overview of Enron's financing olitiecdves. 
l^ilc we expect Enrtm to make the required deliveries, h is impaiant to n«e foal foe Enron paigHmance 
risk is sp<x;ificdly assumed by foe sureQ' bond providers. IfEnnm North America fails to delivo- gas and 
Enron Carp fails to pay, foe insurance companies are obligated to pay li^idated damages. 

Transaction Overview froa EnrinVperspective: 

Enron North America (“ENA") plans to mier into a S330 milltoo fMwsffd sale gas omtract with m off- 
balance sheet. ^}ecial purpose v^icie created by Chase. Mahonia Natural Gas Limited. Undff the tenns of 
foe agreement Enron North America will reedve an up front payment of S330 mtilion. \^ch will be 
fiindKl by Fleet imd Q^e. Enr® will be oWigated to deliver to Mahmiia specified volumes of natural gas 
(84 Bcf) at ^»ecified times and at qmified locatiras- (Please note Fleet will nm be taking any mark to 
market gas risk or physical delivery risk. See foe Debt Capital Markets Approved Memo fix* a mtwe 
complete desertpti® of foe Mah®ia transaction). Separate and apart from foe Mah®ia transacti®. Enron 
will CTier into a c®imodity jwiee swap that will fix Enrra’s fittnre cost of ptrehasing and deiimiag foe 
scheduled gas volumes. 

Enron's financing objective in convicting this transaction is as follows: 

Enr® is attempting to match its '7>®k income" and “cash flow.” As a derivatives ®d commodity trader. 
Enr® uses "mark to marka” accosting practices to acc®m for its price risk management c®tr^. 
Consequently. wh« Enr® closes a derivative transactim. whether lyrical or financial, it is required by 
accounting practice to mark to market (on a daily basis) foe expected income or loss it will incur over foe 
life of foe iranMcti®, However, from a cash flow sundpoini. it will actually reedve or make payments of 
cash over the life of foe c®tract On StqiKembcr 30. 2000. Enr® had a positive net asset posiii® of over 
S1.2 billi® in its price risk mmagemeni b®ks. 

Enron has historically mmaged to mwetize its "in the money" podtion by completing dfocr physical or 
financial forward sales. The Mab®ia transacti® will allow ^ron to reedve cash upfront. Subsequratiy. 
Enr® unll use foe fotwe cafo flows h exp«ts to reedve under its existing price risk managemnt contracts 
to pay for foe gas it will be required to ddiver under the Mab® ia cratract. The scheduled deliveries under 
foe Mah®ia contract are designed to approximately match EnrOT's expected reedpts of cash (or volumes) 
under its existing c®tracts. 

The accountins impact on Cnrm’s financial statement is as follows: 

Enr® is not taking this iransactt® into earning. Enron \^ill account for fodr S330 million liability under 
foe Mahonia Forward Sale COTtract as an increase la iu "Liability from Price Risk Management 
•Aettrities ■■ .As September 30. 2000 Enr® had total assets from price risk management actirities ofSU ” 
billi® and total liabilities from price risk managwicnt jctixniies of S13 5 billion.'for a net assetposiiion of 
S! 2 billi® 
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k 


George Scfice 


12/28/2000 10:57 AM 



GSF George SefiC8@Chase com 715-215 SC79 Fa? 713 216 4583 

To: Jeffrey W Oeflapina/CHASE 

cc 

Subiect; Re: Q 

revised to show Fleet as co arranger 



enac mahonia fee letter do 

Jeffrey W. Deflapina 


^ Jeffrey W. Deliapina 

12/28/2000 09:03 AM 


To; George Serice/CHASE@CHASE 
cc: 

Subject. 


please review the attached • do I need to conform this to a joint fee letter with Fleet ? 

□ 

Enronl200Fees doc 


FOIA Confkienttal Trratmertf 

Requested by JPMC 


Permanent Sabcommittee oo Investigations 
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Q CHASE 


Tbc Chue Muhatua Bank 
Commodity Dcnvatives 
270 Park Avesoe 6* noot 
Nt«Yofk.N Y. 10017 


December 29. 2000 


Mr. Jc»cph M. Dcffecr 
Chief Financial Officer 
Enron North America Corp. 

1400 Smith Street 
Houston. TX 77002-7361 

FEE LETTER 

Subj: Fees associated with the prepaid forward sale fraiisaction between Enron North America 
Corpenation (“ENAC”) and Mabonia Natural Gas Liinitcd (“Mahonia”) 

ENAC and its ultimate parent, Enron Corp., (collectively “Enron”) have requested The Chase 
Manhattan Bank (“Chase *) and Fleet Nacitmal Bank (“Fleet”) co-arrange a prepaid, natural gas , 
forward sale in the amount of approximately $330,000,000.00 (die “Transaction”) between ENAC 
and Mahonia, In conncctiOT with the Transaction, Enron has agreed to pay an arrangement fee of 
$2,145,000.00 at closing, which fee will be equally split ammg Chase and Fleet (die “Co- 
Arrangers”). In this connection, Enron acknowledges that Chase shall be forwarding the 
prepayment amount for and on behalf of Mahonia and agrees that Chase may deduct the fees for 
the benefit of the Co-Arrangers from the prepayment amount of approximately S330.000.000.00 
resulting in a net payment to Enron of approximately 5327,855,000,00. 

Please acknowledge your agreement with die above by signing below. 

Regards. 


Jeffrey SV. DclIap^^ 
Managing Director 
The Chase Manhattan Bank 


FOIA Confidei^ Tnabnw* 
RetptestedbyJPWC 
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ENAC Mahonia Fee Lencr 
December 29, 2000 
Page 2 of 3 


2011 


{Signor] 

[Title] 

Fleet National Bank 


Acknowlcdgwi and Agreed by: 


Mr. Joseph M. Def&ier 
Chief Financial Officer 
Enron North America Corp. 


Enr<Mt North America Corp. 


roiAConfkJenBalTrealment 

RequestoabyJPMC 
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Page 3 of 3 
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1 he intbmiation below needs to be updated 

Acet if 

NaUOTsBank - Dallas. A.B.A. No. ! 1 1000012 

S500,CK)0,000.00 ({fcbited to Mahonia) 

Less: Fees to Chase: S 1.250.000.00 

Net payment to Enron $498,750,000.00 (credited to ENOMC account above) 


EOlAConfttentUTtBatment 
Requested by JPMC 
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From: Allen, Melissa 

Sent: Tuesday, July 24. 2001 2:14 PM' 

To: Dennard, Vi^inia 

Cc: FaWyn, Rodney 

Subject: Presentation SUrff 


Here are my ^ctures for the presentation. I've also added one with C(^or.,..l'm not ^re >^ich is bett^ for the offsite, 
though I always prefer color.... 

I've heard that Kent isn't going to be able to be there, but he may be adding my stuff into his own (so this may be 
duplication). 



Conatot Q««<v>t«K.ppt 


— -Ori^naS Message— 
l^rom: • Wien, Mdisa 

Sent: 24 luly ;K>01 13:42 

To: CasUeman, Koit 

Subject: SPAS 49 Slitf 

Here'S a iltUe pic of Camelot and the key Issues we addressed, fm not sura If it matches with your presentation from a 
content peispective, so let me Know if you're concerned. iVe left ft nice and boring from a style perspective so that you 
can just copy it into \A^atev^ youVe put together and the format from your presentation should fit without i^ues. 
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PROJECT CAMELOT 


Accounting Overview 






2016 



Camelot 

Accounting Considerations 
Two main considerations: 

Treatment of the transaction as a sale 
versus a product financing 

Timing of revenue recognition in 
consideration of the agency arrangement 


Pages 


ECpOOOO»3269 
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Camelot 

Key Sale Considerations 


o Is the forward purchase from the LME a 
‘requirement to repurchase’? 
o Does Enron’s option to repurchase from 
Barclays create an economic compulsion 
to repurchase? 

o Can Enron’s option be for the specific 
metal sold? 

o Can Enron act as agent in respect of the 
metal without affecting sale treatment? 


Page 4 


ECp00009a270 



Camelot 

Key Agency Considerations 


Does the agency arrangement satisfy all 
of the requirements for separate 
recognition? 

Can Enron be responsible for acquiring 
and maintaining proper insurance? 



2019 




2020 
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SULLIVAN a CROMWELL 

TELEPHONE: 1-202-956-7S00 
FACSIMILE: 1-202-293-6330 
WWW.SULLCROM.COM 


■f70i 

2000e-5805 

New rOHK • L08 ANSEUeS • I^LO ALTO 
FRANKFURT • LONDON • PARIS 
BEIJINQ • H0N6 KONS • TOKTO 
MELBOURNE • SYDNEY 


Confidential Treatment Reqgested 


May 22, 2002 


By Hand 

Robert L. Roach, Esq. 

Counsel and Chief Investigator, 

U.S. Senate Permanent Subcommittee on Investigations, 
199 Russell Senate Office Building, 

Washington, D.C. 20510. 

Re; Barclays Capital (Subpoena £024981 


Dear Bob: 

On behalf of Barclays Capital, I attach a list of transactions involving 
Barclays Capital and Enron Corp. and its affiliates (“Enron”) in response to the subpoena 
of the Subcommittee on Investigations served on Barclays Capital on April 11, 2002 (the 
“Subpoena”). Pursuant to our discussions, this will confirm that Barclays Capital will 
submit additional material in response to the Subpoena on a rolling basis only if the 
Subcommittee determines that it requires any of the underlying documents upon review 
of the list of transactions. 

Also pursuant to out discussions, I enclose on behalf of Barclays Capital 
certain additional documents in response to the Subpoena. These documents bear control 
numbers BAR 003631-005317 and include the following: 

1 . documents and account statements in response to subpoena request 
number 1 relating to the accounts of Big River Funding LLC 
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(acoount iwimbers 050-79387 and 050-79388) and Little River 
Funding LLC (account numbers 050-79389 and 050-79390) (see 
BAR 003631-003956). Other than the Maples & Calder accounts 
discussed below. Big River Funding LLC and Little River Funding 
LLC are the only entities listed in Subpoena request number 1 for 
which Barclays Capital has been able to identify bank accounts 
with Barclays Capital; 

2. wire transfer summaries taken from searches of Barclays Capital’s 
systems for those entities listed in (a) through (bb) of request 
number 1 (see BAR 5019-5031, 5205-5317). These summaries list 
transfers involving entities that had no accounts with Barclays 
Capital (e.g., Chewco Investments LP, SONR #1 LLC, Michael 
Hinds, Enron Capital Management LP, JEDI LP, and JEDI SPV 1) 
because the searches captured any transfers that passed through 
Barclays Capital’s systems without regard to whether the named ■ 
entity maintained an account with Barclays Capital; 

3. documents relating to the September 2001 swap transaction 
involving Barclays, Emon and Credit Suisse First Boston (see 
BAR 005032-005204); and 

4. certain additional documents relating to the “Chewco” transaction 
(see BAR 003957-005018) to supplement Barclays Capital’s initial 
production of April 22, 2002. 

I would like to discuss with you the Subpoena’s request for documents 
relating to financial accounts at Barclays Capital in the name of Maples & Calder 
(request number l(cc)), as it appears that this request would capture numerous documents 
entirely unrelated to Emon. Additionally, once you have had a chance to review the 
enclosed materials, I would like to confirm with you that Barclays Capital has produced 
all documents of interest to the Subcommittee at this time. Please call me at your earliest 
convenience. 
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The attached transaction list and the documents provided with this letter in 
response to the Subpoena are confidential and/or commercially sensitive, and contain 
proprietary business information, confidential financial information and trade secrets. 

We therefore request that this letter, the. attached transaction list and the enclosed 
documents and Ihe information contained therein be maintained in the strictest 


confidence, and accorded the full protection provided by the Senate’s Standing Rules, the 
Committee’s rules and all other applicable rules and regulations. 



(Enclosures) 

cc: Guy Dempsey, Esq. • ' ' 

(Barclays Capital) 
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Enroll Transaction List* 

A. Barclays as Lead Bank, Agent or Sole Lender 

1 . Uncommitted Credit Facility - Enron Corp. as borrower. In effect since 1 997, evidenced 
by Promissory Note. $15m outstanding as at December 2, 2001 . Barclays as sole lender. 

2. Besson Trust - $80m. Entered into September 2001. Senior tranche of $72m is 
guaranteed by Enron Corp. via a total return swap. $8m of subordinated obligations. 
Funded the Trust’s acquisition, from an Enron affiliate, of an economic interest in a 38% 
limited partnership interest in EOTT, a crude oil gathering and trading MLP (publicly 
traded on NYSE). EOTT’s general partner is Enron. Original maturity September 26, 
2003. Barclays as Agent; entire senior tranche held by Barclays; subordinated 
obligations held by CSFB, but risk transferred to Barclays via total return swap. 

3 . Enron Europe Limited: Bond. Guarantee and Indemnity Facility - Uncommitted limit of 
$7m. To support obligations owing to UK customs, others. Barclays as sole lender. 

4. Contractual Asset Securitization Trust V (“Cash V”) - Loan to the Trust monetized 
electricity capacity payments from VEPCO, a regulated utility. Barclays as Agent for 
syndicate of Lenders. Closed June 30, 1997 with atotal financing of $130.9m. Original 
maturity February 2007. $68.3rri outstanding, Barclays’ share $27m. Structure included 
an interest rate swap between Barclays and the Trust. 

5. Contractual Asset Securitization Trust VI (“Cash VI”) - $S0m. Entered into June 1998. 
Barclays as sole lender. Loan to the Trust monetized an electricity swap between a 
subsidiary of British Energy and an Enron subsidiary. Original maturity July 30, 2006. 
Structure also involved the Trust entering into an FX swap, interest rate swap, in-the- 
money electricity swap and PPI swap with an Enron subsidiary (ECTRIC), guaranteed by 
Enron Corp. 

6. Chewco Bridge Financing — Barclays financed 50% of $3 83m credit facility to Chewco 
Investments L.P. to effect the buy-out of Calpers one-half interest in JEDI; guaranteed by 
Enron Corp. Closed November 1997 and repaid December 1997. Barclays and Chase as 
co-arrangers. 

7. Chewco Subdebt - $240m, 364-day subordinated loan to Chewco, guaranteed by Enron. 
Entered into December 1997. Repaid in November 1998 via the proceeds of the facilities 
described in #8 below. Barclays as Agent for syndicate of Lenders. 

8. A. Term Loan Facility to JEDI - $205m five-year amortizing loan facility; Barclays’ 
share $75m. Barclays as Administrative Agent and co-arranger with CSFB. Closed 


‘ Barclays has attempted to identify and include in this list all relevant financings and other 
transactions since 1997. While this list includes structured transactions and other transactions 
Barclays believes may be of interest to the Subcommittee (including swaps and other transactions 
that had the effect of providing financing to Enron), it does not include routine swaps, options and 
FX and commodity trades, which number in the thousands. 
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November 1998. Repaid March 2001. 

B. Revolving Credit to JEDI - $ 120m margin loan secured by equity investments in 8 
publicly traded companies. Barclays as Agent for syndicate of lenders. Closed 
November 1998 and repaid over time with final repayment in March 2001. 

C. JEDI SPVl, L.L.C. $225m Private Placement - JEDI formed JEDI SPV 1, L.L.C. in 
October 1998, whose sole assets were (i) Enron shares and (ii) a put on the shares to 
Enron at $54 1/16. In March 1999, JEDI SPV 1, L.L.C. issued privately placed notes 
against the value of the assets. Barclays as sole Placement Agent. Repaid December 
1999. 

9. Big River/Little River Loans - $ 1 1 .4m credit facilities to Big River Funding L.L.C. 

($1 1,033,847) and Little River Funding L.L.C. ($33 1,015) in cotmection with the 
refinancing of Calpers interest in JEDI. Barclays as sole lender. Repaid December 1999. 
Initial cash collateral of $6,580,000 for the two facilities, increased over time through 
distributions from Chewco. 

10. Enserco — $125m Senior Credit Facility. Amended and restated December 31, 1998. 
Original financing December 12, 1996. Barclays as arranger and agent of syndicated 
loan. Enserco was a 50%/50% joint venture established between a subsidiary of Enron 
and SCF Partners - an unrelated third party. Repaid April 2000. 

1 1 . Sutton Bridge Financing Limited - BZW Securities Inc. (predecessor to Barclays Capital 
Inc.) as joint bookrunner with Merrill Lynch for £286m offering of secured bonds due 
2022 issued by Sutton Bridge Financing Limited, guaranteed by Sutton Bridge Power (an 
Emon subsidiary). Proceeds used to finance construction of gas turbine power station in 
the U.K. US$ and Sterling Bond issued May 30, 1997. 

12. Sutton Bridge Power Ltd. - £16m cost overrun facility. Barclays as sole lender. 
Committed May 30, 1997. Facility guaranteed by Enron Corp.; available for drawing 
until December 1999; latest date for repayment of any drawings May 30, 2002; expired 
undrawn. 

13. Teesside Power Ltd. (“TPL”) - December 19, 1996 refinancing. Barclays co-lead 
arranger and agent of a £755.5m refinancing of this UK power project. Syndicated in 
June 1997. Barclays’ share is £15.5m with a series of interest rate swaps running off by 
April 1, 2008. Loan matures April 1, 2008, although a refinancing is expected in the next 
few weeks that would relax the amortization schedule but not the final maturity date. 
Enron Corp. indirectly own 42.5% of TPL. Current total loan outstandings are £656.7m 

14. Enron Funding Corp . (“EFC”) - Barclays as Agent for $355m syndicated revolving 
credit facility, providing liquidity to backstop commercial paper issuance by EFC. The 
facility was credit enhanced by a $355m insurance policy provided by Winterthur 
International U.K. Ltd. Transaction closed December 3 1, 1999. Full reimbursement of 
outstanding amount (approximately $5 8m) received from Winterthur on December 26, 
2001. 


2 
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15. Meter Acquisition LP - Credit Agreement dated September 1999. Barclays, as Agent, 
for this syndicated $45m bank financing. Barclays’ share $15m. The financing served to 
monetize the fixed portion of a service contract between Houston Pipeline (100% owned 
sub of Enron) and Hanover Measurement Services - a joint venture between Enron and 
Hanover Compressor. Repaid May 24 , 2001 . 

16. Blackbird Trust - Loan to an Enron SPV (“Blackbird 1 Interest Owner Trust”), 
guaranteed by Enron Corp. $73.5m funding used to monetize a contract between Enron 
Energy Services Operations, Inc. and Computer Sciences Corporation, an unrelated third 
party. Barclays as sole lender. Originated December 1999. Prepaid April 2000. 

1 7. Enron Europe Power 3 Ltd (“EEP3”) - Barclays served as Agent for a £160m 
syndicated loan guaranteed by Enron Corp, executed Jan. 15, 1999. This loan refinanced 
an existing maturing loan . TTie intention was that £1 lOm should be a bridge to a longer 
term unguaranteed bond financing. £1 lOm was repaid with the proceeds of a private 
placement of notes in July 1999 (see #18 below). Tnhe remaining £50m was scheduled for 
payment in 2002 and remains outstanding. 

1 8. Enron Europe Power 3 Ltd. - Private Placement of Notes (3 tranches: £35m 9.84% 
Secured Notes due 2008, $101. 8m 9.86% Secured Notes due 2008 and $19.3m Floating 
Rate Notes due 2008) completed July 19, 1999. The Notes were to be repaid out of 
EEP3’s share of tire dividend Stream from its ownership interest in Teesside Power Ltd. 
Barclays acted as placement agent. 

19. Spokane Energy $lS5m Senior Notes due 2015 - Barclays led private placement closed 
December 31, 1998. Monetization of an 18-year power contract between Portland 
General Electric (“PGE”), a UK regulated utility subsidiary of Enron, and Washington 
Water Power. The structure provided for the assignment of the power contract to 
Spokane Energy, a newly formed entity established to issue the notes. To remove 
commodity price risk from the transaction, Spokane entered into a second power 
purchase agreement with Enron Power Marketing (“EPM”), which mirrored the 
obligations undertaken by Spokane. Note holders were insulated from risks other than 
those associated with EPM performance risk and PGE payment risk. 

20. Wessex Water Acquisition Finance - Executed August 1 8, 1998. Bridge financing in 
connection with Enron’s acquisition of Wessex Water, a regulated water company 
headquartered in Bristol. Barclays and Nat West joint lead arrangers for two facilities: a) 
US$1,100 million revolver guaranteed by Enron Corp, borrowers Enron Corp and Enron 
Water (Holding) LLC, final maturity July 23, 1999; and b) £736 million, no guarantee, 
borrower Enron Water (Europe) PLC (the direct acquirer of Wessex Water), final 
maturity latest July 23, 2003. Syndication done in September and October 1998. Both 
facilities cancelled and/or repaid in fill! in first half of 1999. 

21. Wessex Water Bonds - March 1999. Barclays and HSBC were joint bookrunners on an 
offering of £300m, 10 year bonds issued by Wessex Water. 

22. Wessex Water Loan - October 2000. Barclays as sole lender for £50m 364-day 
revolving credit facility. Facility never drawn. 


3 
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23 . Sox - Monetization by Enron North America (“ENA”) of its inventory of US sulfur 
dioxide pollution emission permits (“SOX”) issued by the United States Environmental 
Protection Agency (“EPA”). The initial transaction took place in September 2001 

($13 8m) and was renewed in October 2001 ($170m). Under each transaction, Colonnade 
Limited (a Guernsey SPV) received from ENA, in exchange for the purchase price, title 
to all of the SOX and was registered as owner in the books of EPA. To enable Colonnade 
to complete its purchase, Barclays made limited recourse loans to Colonnade (in each 
case equal to the purchase price) secured against all.of Colonnade’s assets, including the 
SOX. Herzelerde LLC (an affiliate of ENA) purchased an American style call option in 
respect of the SOX from Colonnade. In addition, in respect of the second transaction, 
Colonnade paid a premium to purchase put options in respect of the SOX from Grampion 
(an affiliate of ENA). In each case, the strike prices of the options were to be at 
prevailing market rates at the time of exercise. The risk of any adverse price movements 
as well as the benefit of any up-turn was borne by ENA through a series of swap 
agreements. Enron Corp. guaranteed the obligations of the other companies in the Enron 
group and provided cash collateral ($59.5 million) in relation to Barclays’ exposures to 
the Enron group (including in respect of the SOX transactions). 

24. JGB/LAB Trust - Barclays, as Agent, for $92,5 17,750, two-year credit fecility to 
monetize Em-on’s shareholding in Catalytica and Avici Corporation through loans to two 
trusts (JGB Trust with respect to Catalytica shares and LAB Trust with respect to Ayici 
shares). Credit Agreement entered into December 7, 2000. The financing involved a 
notes and certificates structure, incorporating a total return swap between Enron N. A. 
and the Trusts. The $52.2m LAB Trust tranche prepaid in full March 2001. Remaining 
loans repaid in full October 2001. 

25. London Metals Exchange (LMEI Warrant Facility and Physical Metals Facility - Two 
linked multiple monetization facilities ($750m LME warrants; $lbn physical metals) for 
utilization by either Emon Metals Limited or Enron Meta! and Commodities Limited. 

The warrants facility was put in place in September, 2000 for a term of 12 months and 
was renewed for a further 3 months in 2001. The physical metals facility was put in place 
in November 2000 for 12 months with an option for Emon to extend for a further 6 
months. The warrants facility could be increased with an offsetting decrease in the 
physical facility but not vice versa. When the facilities were utilized, Barclays received, 
in exchange for the purchase price, title to either the warrants or to the physical metals 
and granted options to Enron to repmchase equivalent commodities. Barclays hedged the 
price risk on (he London Metals Exchange. The utilization at December 2, 2001 was 
$850m on the physical metals facility and $896m on the warrants facility. 

26. Cocoa Facilities - Single monetization facility (£40m) for utilization by Emon Metals 
Limited. The transaction took place in December 2000 and had a term of 2 months. 
Under the facility, Barclays received, in exchange for the purchase price, title to cocoa in 
LIFFE designated warehouses from Enron. Barclays granted Enron a call option 
exercisable at the end of the term. 

27. Emon Metals Ltd. Loan - Barclays had $ 149.5m in unsecmed loans outstanding to MG 
PLC at the time MG PLC was acquired by Enron in October 2000. MG PLC was 
renamed Enron Metals Ltd. Loans were repaid December 2000. 


4 
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28. Yosemite Bridge (Crude Oil) Swap - $1 10m (£66ra) erode oil swap entered in December 
1999 for 90 days, subsequently extended'an additional 3 1 days. Barclays paid cash to 
Enron N.A. upfront in settlement of the fixed leg and received the value of the floating 
leg at maturity. The oil market risk was sold by Barclays to Toronto Dominion in a swap 
with fixed and floating cashflows both at maturity at a price that was related to the Enron 
price but reflected the impact of the different fixed cashflow date. This transaction along 
with similar transactions by Enron with Royal Bank of Canada and Salomon Smith 
Barney comprised the bridge financing associated with the Sterling bond issue described 
in #43 below. 

B. Barclays as participant (or swap counterparty) in facilities led or arranged by other 
banks 

29. 5-vear Revolving Credit Facility -$1.2Sb syndicated facility. Original maturity May 18, 
2005. Administrative agents are JPM/Chase and Citibank. Barclays is a participant. 

30. 3 64-dav Revolvin g Credit Facility - $ 1 .75b syndicated credit facility. Original maturity 
May 13, 2002. Administrative agents are JPl^Chase and Citibank. Barclays is a 
participant. 

31. S-vear Letter of Credit Facility - $500m syndicated facility. Original maturity May 13, 
2005. Administrative agents are JPM/Chase and Citibank. Barclays is a participant. 

32. Ponderosa Pine Energy L.L.C. - $21S.2m syndicated loan entered into in June 2000. In 
effect, guaranteed by Enron Corp. through a total return swap structure. Vehicle holds 
Emon’s equity interest in the Tenaska power station located in Texas. Original maturity 
March 31, 2002. Secured by the equity in Tenaska. KBC Bank as Agent. Barclays is a 
participant with a $20m share. 

33. Brazil Power Development Trust - $460.75m syndicated loan, guaranteed by Enron 
Corp., entered into December 2000 to fund construction of Brazilian power project. 
Original maturity August 31, 2002. Secured by the project’s assets, which include 
several natural gas turbines being constructed. West LB as Lead Arranger and 
Administrative Agent. Barclays as participant with a $19 m share of commitments 
($14m outstanding). 

34. J T Holdings Lease - $1 10m syndicated facility entered into 1992. Original mateity 
December 7, 2005. Loan to an SPV that owns and leases to Enron a methanol plant. 
Secured by plant and certain Enron Corp. obligations. Citibank as Agent. Barclays as 
participant with a $ 1 2m share. 

35 . Rawhide Investors L.L.C. - $690m syndicated loan. Loan is to Rawhide, an investor in 
an Enron subsidiary that owns project assets in the US, Argentina and Brazil. Original 
maturity March 28, 2002. Citicorp as Agent. Barclays as participant with a $35m share. 

36. Brazos VPP Trust - $2S0m syndicated finance facility. Facility enabled an SPV (Brazos 
VPP Limited Partnership) to purchase oil and gas volumetric production payments 
(VPP’s) from third parties. Original maturity December 31, 2005. Secured by VPP’s. 


5 
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Bank of America as Agent. Barclays as participant with $12m share of commitments. 

37. JEDI SPVl. L.L.C. $513m Term Loan - 364-day syndicated credit facility supported by 
approximately 12m shares of Enron stock valued at the face amount of the loan via a 
share-settled swap between the SPV and Enron Corp. Chase as Agent and Arranger. 
Entered into December 1999. Maturity extended to June, 2001 . Barclays served as one of 
four underwriters (Chase, Lehman, CSFB) initially funding $128,375 m each. After bank 
syndication Barclays’ share as participant was reduced to $38,875 m. 

38. JEDI n Bridge Loan - $500m. Chase as Agent for a six-month loan. JEDI II is a joint 
venture which included Enron subsidiaries as the 1 % General Partner and a 49% Limited 
Partner, and CALPERS as a 50% limited Partner. Entered into December 1997. Barclays 
and Chase committed $100m each and four other banks committed $75m each. Repaid 
through financing referenced in #39 below. 

39. JEDI II - $500m syndicated revolving loan entered into May 1998. (Commitment 
reduced to $2S0m December 22, 2000). Original maturity June 2001. Chase as Agent. 
Barclays as a participant with a $28.5m share. Outstanding loans repaid in September 
2001 and commitments expired at the end of October 2001 without any loans 
outstanding. 

40. Enron Corp. Zero Coupon Convertible Senior Notes due 2021 - Private Placement of 
notes with Salomon Smith Barney as Lead Placement Agent. January 31, 2001 
placement raised $ 1.25b (face amount of notes $1. 9b). 

41. Delta Energy Corporation Commodity Swaps - Entered into December 31, 1998. Delta, 
an SPV, borrowed $500m from a Citibank conduit and used the proceeds to purchase and 
prepay for $3 00m worth of natural gas and $200m of crude oil at an agreed price. 
Barclays entered into offsetting energy swaps with Delta and an Enron subsidiary (Enron 
Capital and Trade Resources). The structure unwound November 1 7, 1999. 

42. Commodity Swap - Executed September 27, 2001. Barclays served as a swap 
counterparty to both Enron North America and CSFB for the energy price component of 
a $300m commodity linked financing (crude oil prepay) provided to Enron by CSFB. 

43 . Yosemite Securities Company Ltd. - £200m 8.75% Series 2000-A Linked Enron 
Obligations (“LEO’s”) due 2027. Issue date February 15, 2000. Lead Manager Salomon 
Smith Barney International. Barclays as co-manager, with Royal Bank of Scotland. 
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November 21, 2002 


Bv Hand 


Robert L. Roach, Esq., 

Counsel and Chief Investigator, 

U.S. Senate Permanent Subcommittee on Investigations, 
199 Russell Senate Office Building, 

Washington, D.C. 20510. 

Re; Barclays Capital {Subpoena E02498) 


Dear Bob: 


On behalf of Barclays Capital, 1 enclose a chart listing the fees, 
commissions, interest or profit earned or losses incurred with respect to each transaction 
involving Barclays Capital and Enron Corp. or its affiliates and a revised list of those 
transactions pursuant to our recent discussions and in further response to the subpoena of 
the Subcommittee on Investigations dated April 1 1, 2002. As you know, on May 22, 
2002, Barclays Capital produced to the Subcommittee an initial list of its transactions 
involving Enron-related entities. 

The chart lists interest figures on a “net” basis, which is how interest 
income is listed in the records of Barclays Capital. Net interest is calculated on the 
margin above the London Interbank Offered Rate (LIBOR) (or similar benchmark) or the 
cost of funds and is, thus, “net” of the cost of capital. (Because certain loans became 
non-performing in 200 1 , certain transactions show a negative net interest amount for this 
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year.) The enclosed transaction list and fee chart incliules six transactions (transactions 
29-33 and 49) inadvertently omitted from Barclays’ May 22 transaction list. (These six 
transactions are comprised of one securitization transaction dating back to 1994 
(transaction 29), three project finance transactions, two of which date back to 1994 or 
earlier (transactions 30, 32 and 33) and two credit facilities relating to JEDI that were 
repaid in 1997 or 1998 (transactions 31 and 49).) The chart lists interest, fees and other 
income earned based on the best information Barclays has been able to identify to date in 
its systems and records. The compilation of this information required Barclays to retrieve 
and assemble data from multiple systems and records in both London and New York. If 
and as additional information becomes available, Barclays will supplement the data 
provided to the Subcommittee on the enclosed chart. 

The enclosed chart, transaction list and this letter provided in response to 
the Subpoena are confidential and/or commercially sensitive, and contain proprietary 
business information, confidential finamcial information and trade secrets. We therefore 
request that this letter, the enclosed chart, transaction list and the information contained 
therein be maintained in the strictest confidence, and accorded the full protection 
provided by the Senate’s Standing Rules, the Committee’s rules and all other applicable 
rules and regulations. 



(Enclosures) 

cc: Guy Dempsey, Esq. 

(Barclays Capital) 
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Key Enron Tran^adtldn*l^ff)l|OTes'' 

1 Enron Corporation 

2 Besson Trust 

3 Enron Europe Ltd; Bond, Guarantee and Indemnity Facility 

4 CASH V 

5 CASH VI 

6 Chewco Bridge Financing 

7 Chewco Subdebt 

8a Term Loan Facility to JEDI 

8b Revolving Credit to JEDI 

8c JEDI SPV1. L.L.C, $225m Private Placement 

9 Big River/Little River Loans 

10 Enserco 

11 Sutton Bridge Financing Ltd. 

12 Sutton Bridge Power Ltd. 

13 Teesside Power Ltd. 

14 Enron Funding Corp. 

15 Meter Acquisition LP 

16 Blackbird Trust 

1 7 Enron Europe Power 3 Ltd 

1 8 Enron Europe Power 3 Ltd. PP 

19 Spokane Energy $155m Senior Notes due 2015 

20 Wessex Water Acquisition Finance 

21 Wessex Water Bonds 

22 Wessex Water Loan 

23 Sox 

24 JGB/LAB Trust 

25 London Metals Exchange 

26 Coca Facilities 

27 Enron Metals Ltd. Loan 

28 Yosemite Bridge (Crude Oil) Swap 

29 Project Cactus 

30 Clearlake 

31 JILP 

32 Lost CreekAVind River 

33 Richmond Power 

34 5-year Revolving Credit Facility 

35 364-day Revolving Credit Facility 

36 5-year Letter of Credit Faclity 

37 Ponderosa Pine Energy LLC 

38 Brazil Power Development Trust 

39 JT Holdings Lease 

40 Rawhide Investors LLC 

41 Brazos VPP Trust 

42 JEDI SPVI, L.L.C. $51 3m Term Loan 

43 JEDI II Bridge Loan 

44 JEDI II 

45 Enron Corp Zero Coupon Convert Senior Notes due 2021 

46 Delta Energy Corporation Commodity Swaps 

47 Commidity Swap 

48 Yosemite Securities Company Ltd. 

49 JEDI I 
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Enron Transaction List^ 


A. Barclays as Lead Bank, Agent or Sole Lender 

1 . Uncommitted Credit Facility - Enron Corp. as borrower, in effect since 1 997, evidenced 
by Promissory Note. $ 1 5m outstanding as at December 2, 200 1 . Barclays as sole lender. 

2. Besson Trust - $80m. Entered into September 2001. Senior tranche of $72m is 
guaranteed by Enron Corp. via a total return swap. $8m of subordinated obligations. 
Funded the Trust’s acquisition, from an Enron affiliate, of an economic interest in a 38% 
limited partnership interest in EOTT, a crude oil gathering and trading MLP (publicly 
traded on NYSE). EOTT’s general partner is Enron. Original maturity September 26, 
2003. Barclays as Agent; entire senior tranche held by Barclays; subordinated 
obligations held by CSFB, but risk transferred to Barclays via total return swap. 

3 . Enron Europe Limited; Bond, Guarantee and Indemnity Facility - Uncommitted limit of 
$7m. To support obligations owing to UK customs, others. Barclays as sole lender. 

4. Contractual Asset Securitization Trust V (“Cash V”) - Loan to the Trust monetized 
electricity capacity payments from VEPCO, a regulated utility. Barclays as Agent for 
syndicate of Lenders. Closed June 30, 1997 with a total financing of $130. 9m. Original 
maturity February 2007. $68. 3m outstanding, Barclays’ share S27m. Structure included 
an interest rate swap between Barclays and the Trust. 

5. Contractual Asset Securitization Trust VI UCash Vi”') - $50m. Entered into June 1998. 
Barclays as sole lender. Loan to the Trust monetized an electricity swap between a 
subsidiary of British Energy and an Enron subsidiary. Original maturity July 30, 2006. 
Structure also involved the Trust entering into an FX swap, interest rate swap, in-the- 
money electricity swap and PPI swap with an Enron subsidiary (ECTRIC), guaranteed by 
Enron Corp. 

6. Chewco Bridge Financing - Barclays financed 50% of $383m credit facility to Chewco 
Investments L.P. to effect the buy-out of Calpers one-half interest in JEDI; guaranteed by 
Enron Corp. Closed November 1997 and repaid December 1997. Barclays and Chase as 
co-arrangers. 

7. Chewco Subdebt - $240m, 364-day subordinated loan to Chewco, guaranteed by Enron. 
Entered into December 1997. Repaid in November 1998 via the proceeds of the facilities 
described in #8 below. Barclays as Agent for syndicate of Lenders. 


' Barclays has attempted to identify and include in this list all relevant financings and other 
transactions since 1997. While this list includes structured transactions and other transactions 
Barclays believes may be of interest to the Subcommittee (including swaps and other transactions 
that had the effect of providing financing to Enron), it does not include routine swaps, options and 
FX and commodity trades, which number in the thousands. 
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8. A. Term Loan Facility to JEDI - $205m five-year amortizing loan facility; Barclays’ 
share $75m. Barclays as Administrative Agent and co-arranger with CSFB. Closed 
November 1998. Repaid March 2001. 

B. Revolving Credit to JEDI - $120m margin loan secured by equity investments in 8 
publicly traded companies. Barclays as Agent for syndicate of lenders. Closed 
November 1998 and repaid over time with final repayment in March 2001 . 

C. JEDI SPVl, L.L.C. $225m Private Placement — JEDI formed JEDI SPV 1, L.L.C. in 
October 1998, whose sole assets were (i) Enron shares and (ii) a put on the shares to 
Enron at $54 1/16, In March 1999, JEDI SPV 1, L.L.C. issued privately placed notes 
against the value of the assets. Barclays as sole Placement Agent. Repaid December 
1999. 

9. Big River/Little River Loans - $1 1 .4m credit facilities to Big River Funding L.L.C. 

($1 1,033,847) and Little River Funding L.L.C. ($331,015) in connection with the 
refinancing of Calpers interest in JEDI. Barclays as sole lender. Repaid December 1999. 
Initial cash collateral of $6,580,000 for the two facilities, increased over time through 
distributions from Chewco. 

10. Enserco - $125m Senior Credit Facility. Amended and restated December 3 1 , 1998. 
Original financing December 12, 1996. Barclays as arranger and agent of syndicated 
loan. Enserco was a 50%/50% joint venture established between a subsidiary of Enron 
and SCF Partners - an unrelated third party. Repaid April 2000. 

11. Sutton Bridge Financing Limited - BZW Securities Inc. (predecessor to Barclays Capital 
Inc.) as joint bookrunner with Merrill Lynch for £286m offering of secured bonds due 
2022 issued by Sutton Bridge Financing Limited, guaranteed by Sutton Bridge Power (an 
Enron subsidiary). Proceeds used to finance construction of gas turbine power station in 
the U.K. US$ and Sterling Bond issued May 30, 1997. 

12. Sutton Bridge Power Ltd. -£16m cost overrun facility. Barclays as sole lender. 
Committed May 30, 1997. Facility guaranteed by Enron Corp.; available for drawing 
until December 1999; latest date for repayment of any drawings May 30, 2002; expired 
undrawn. 

13. Teesside Power Ltd. (“TPL”) - December 19, 1996 refinancing. Barclays co-lead 
arranger and agent of a £755. 5m refinancing of this UK power project. Syndicated in 
June 1997. Barclays’ share is £15. 5m with a series of interest rate swaps running off by 
April 1, 2008. Loan matures April 1, 2008, although a refinancing is expected in the next 
few weeks that would relax the amortization schedule but not the final maturity date. 
Enron Corp. indirectly own 42.5% of TPL. Current total loan outstandings are £656. 7m 

14. Enron Funding Corp . (“EFC”) - Barclays as Agent for $355m syndicated revolving 
credit facility, providing liquidity to backstop commercial paper issuance by EFC. The 
facility was credit enhanced by a $355m insurance policy provided by Winterthur 
International U.K. Ltd. Transaction closed December 31, 1999. Full reimbursement of 
outstanding amount (approximately $58m) received from Winterthur on December 26, 


2 
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2001 . 

15. Meter Acquisition LP - Credit Agreement dated September 1999. Barclays, as Agent, 
for this syndicated $45m bank financing. Barclays’ share $15m. The financing served to 
monetize the fixed portion of a service contract between Houston Pipeline (100% owned 
sub of Enron) and Hanover Measurement Services - a joint venture between Enron and 
Hanover Compressor. Repaid May 24, 2001. 

16. Blackbird Trust - Loan to an Enron SPV (“Blackbird 1 Interest Owner Trust”), 
guaranteed by Enron Corp. $73 .5m funding used to monetize a contract between Enron 
Energy Services Operations, Inc. and Computer Sciences Corporation, an unrelated third 
party. Barclays as sole lender. Originated December 1999. Prepaid April 2000. 

17. Enron Europe Power 3 Ltd (“EEP3”) - Barclays served as Agent for a £160m 
syndicated loan guaranteed by Enron Corp, executed Jan. 15, 1999. This loan refinanced 
an existing maturing loan . The intention was that £1 10m should be a bridge to a longer 
term unguaranteed bond financing. £1 10m was repaid with the proceeds of a private 
placement of notes in July 1999 (see #18 below). The remaining £50m was scheduled for 
payment in 2002 and remains outstanding. 

18. Enron Europe Power 3 Ltd, - Private Placement of Notes (3 tranches: £35m 9.84% 
Secured Notes due 2008, $10L8m 9.86% Secured Notes due 2008 and $19.3m Floating 
Rate Notes due 2008) completed July 19, 1999. The Notes were to be repaid out of 
EEP3’s share of the dividend stream from its ownership interest in Teesside Power Ltd. 
Barclays acted as placement agent. 

19. Spokane Energy $155m Senior Notes due 2015 - Barclays led private placement closed 
December 31, 1998. Monetization of an 18-year power contract between Portland 
General Electric (“PGE”), a UK regulated utility subsidiary of Enron, and Washington 
Water Power. The structure provided for the assignment of the power contract to 
Spokane Energy, a newly formed entity established to issue the notes. To remove 
commodity price risk from the transaction, Spokane entered into a second power 
purchase agreement with Enron Power Marketing (“EPM”), which mirrored the 
obligations undertaken by Spokane. Note holders were insulated from risks other than 
those associated with EPM performance risk and PGE payment risk. 

20. Wessex Water Acquisition Finance - Executed August 18, 1998. Bridge financing in 
connection with Enron’s acquisition of Wessex Water, a regulated water company 
headquartered in Bristol. Barclays and Nat West Joint lead arrangers for two facilities: a) 
US$1,100 million revolver guaranteed by Enron Corp, borrowers Enron Corp and Enron 
Water (Holding) LLC, final maturity July 23, 1999; and b) £736 million, no guarantee, 
borrower Enron Water (Europe) PLC (the direct acquirer of Wessex Water), final 
maturity latest July 23, 2003. Syndication done in September and October 1998. Both 
facilities cancelled and/or repaid in full in first half of 1999. 

21. Wessex Water Bonds - March 1999. Barclays and HSBC were joint bookrunners on an 
offering of £300m, 10 year bonds issued by Wessex Water. 
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22. Wessex Water Loan — October 2000. Barclays as sole lender for £50m 364-day 
revolving credit facility. Facility never drawn. 

23. Sox - Monetization by Enron North America (“ENA”) of its inventory of US sulfur 
dioxide pollution emission permits (“SOX”) issued by the United States Environmental 
Protection Agency (“EPA”). The initial transaction took place in September 2001 
($138m) and was renewed in October 2001 ($170m). Under each transaction, Colonnade 
Limited (a Guernsey SPV) received from ENA, in exchange for the purchase price, title 
to all of the SOX and was registered as owner in the books of EPA. To enable Colonnade 
to complete its purchase, Barclays made limited recourse loans to Colonnade (in each 
case equal to the purchase price) secured against all of Colonnade’s assets, including the 
SOX. Herzelerde LLC (an affiliate of ENA) purchased an American style call option in 
respect of the SOX from Colonnade. In addition, in respect of the second transaction. 
Colonnade paid a premium to purchase put options in respect of the SOX from Grampion 
(an affiliate of ENA). In each case, the strike prices of the options were to be at 
prevailing market rates at the time of exercise. The risk of any adverse price movements 
as well as the benefit of any up-tum was borne by ENA through a series of swap 
agreements. Enron Corp. guaranteed the obligations of the other companies in the Enron 
group and provided cash collateral ($59.5 million) in relation to Barclays’ exposures to 
the Enron group (including in respect of the SOX transactions). 

24. JGB/LAB Trust - Barclays, as Agent, for $92,517,750, two-year credit facility to 
monetize Enron’s shareholding in Catalytica and Avici Corporation through loans to two 
trusts (JGB Trust with respect to Catalytica shares and LAB Trust with respect to Avici 
shares). Credit Agreement entered into December 7, 2000. The financing involved a 
notes and certificates structure, incorporating a total return swap between Enron N. A. 
and the Trusts. The $52. 2m LAB Trust tranche prepaid in full March 2001. Remaining 
loans repaid in full October 200 1 . 

25. London Metals Exchange (LMEI Warrant Facility and Physical Metals Facility - Two 
linked multiple monetization facilities ($750m LME warrants; $lbn physical metals) for 
utilization by either Enron Metals Limited or Enron Metal and Commodities Limited. 

The warrants facility was put in place in September, 2000 for a term of 12 months and 
was renewed for a further 3 months in 2001. The physical metals facility was put in place 
in November 2000 for 12 months with an option for Enron to extend for a further 6 
months. The warrants facility could be increased with an offsetting decrease in the 
physical facility but not vice versa. When the facilities were utilized, Barclays received, 
in exchange for the purchase price, title to either the warrants or to the physical metals 
and granted options to Enron to repurchase equivalent commodities. Barclays hedged the 
price risk on the London Metals Exchange. The utilization at December 2, 2001 was 
$850m on the physical metals facility and $896m on the warrants facility. 

26. Cocoa Facilities - Single monetization facility (£40m) for utilization by Enron Metals 
Limited. The transaction took place in December 2000 and had a term of 2 months. 
Under the facility, Barclays received, in exchange for the purchase price, title to cocoa in 
LIFFE designated warehouses from Enron. Barclays granted Enron a call option 
exercisable at the end of the term. 
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27. Enron Metals Ltd. Lx)an - Barclays had $149. 5m in unsecured loans outstanding to MG 
PLC at the time MG PLC was acquired by Enron in October 2000. MG PLC was 
renamed Enron Metals Ltd. Loans were repaid December 2000. 

28. Y osemite Bridge (Crude GiH Swap — $ 1 10m (£66m) crude oil swap entered in December 
1999 for 90 days, subsequently extended an additional 31 days. Barclays paid cash to 
Enron N.A. upfront in settlement of the fixed leg and received the value of the floating 
leg at maturity. The oil market risk was sold by Barclays to Toronto Dominion in a swap 
with fixed and floating cashflows both at maturity at a price that was related to the Enron 
price but reflected the impact of the different fixed cashflow date. This transaction along 
with similar transactions by Enron with Royal Bank of Scotland and Salomon Smith 
Barney comprised the bridge financing associated with the Sterling bond issue described 
in #48 below. 

29. Project Cactus - In 1994, Sheffield Receivables Corp., a securitization conduit sponsored 
by Barclays, entered into a $400m facility to purchase from Cactus Hydrocarbon III 
Production Payment Trust certificates representing interests in a limited partnership that 
owned oil and gas production payments. Enron’s relationships with Cactus and the 
limited partnership included an Enron subsidiary acting as general partner of the limited 
partnership, various Enron subsidiaries being obligated to purchase the hydrocarbons and 
Enron Funding Corp. entering into a commodity swap with Cactus. Sheffield funded its 
certificate purchases through Issuances of commercial paper. Barclays arranged and 
agented a syndicated liquidity facility ($412 million) to support Sheffield’s payment 
obligations on the commercial paper. These arrangements were extended through 1999. 

30. Clear Lake Co 2 eneration LP - Barclays, as Agent, for $1 15 million term loan facility and 
$10 million revolving credit facility for Clear Lake Cogen, which was wholly-owned by 
Enron. These were limited recourse facilities secured by liens on project contracts and 
assets. The facilities were established in 1994 with original maturity in 2003. The Loans 
were repaid in 1997. 

31. JILP Investment LP Trust -Barclays, as Agent, for $29.1 million seven-year syndicated 
credit facility and as purchaser of $900,000 of trust certificates. Transaction entered into 
in September 1995 to monetize the forecast dividend stream payable to Enron by JEDI. 
Prepaid in 1997. 

32. Lost Creek Gathering Company LLC - Barclays, as Agent, for $66 million senior 
secured credit facility established in September 1999 to fund the construction of the Wind 
River pipeline. During construction the credit facility was severally guaranteed by the 
project sponsors in proportion to their respective ownership stakes: 65% for Burlington 
Resources Inc. and 35% for Enron Corp. Upon completion of the project (and the 
resulting termination of the sponsor guarantees), Enron sold it ownership stake in the 
project to Northern Border Pipeline in on October 5, 200 1 . 

33. Richmond Power Marketing Inc. — Barclays, as Agent, for non-recourse project finance 
facility established in late 1980’s relating to a power plant subsequently purchased by 
Enron in 1995. Enron sold the plant to VEPCO in 1997 and, at that time, the facility was 
repaid with proceeds from the Cash V facility described in #4 above. 
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B. Barclays as participant (or swap counterparty) in facilities led or arranged by other 
banks 

34. 5-vear Revolving Credit Facility - $ 1.25b syndicated facility. Original maturity May 18, 
2005. Administrative agents are JPM/Chase and Citibank. Barclays is a participant. 

35. 364-day Revolving Credit Facility — $1 .75b syndicated credit facility. Original maturity 
May 13, 2002. Administrative agents are JPM/Chase and Citibank. Barclays is a 
participant. 

36. 5-vear Letter of Credit Facility - $500m syndicated facility. Original maturity May 13, 
2005. Administrative agents are JPM/Chase and Citibank. Barclays is a participant. 

37. Ponderosa Pine Energy L.L.C. — $2 1 5.2m syndicated loan entered into in June 2000. In 
effect, guaranteed by Enron Corp. through a total return swap structure. Vehicle holds 
Enron’s equity interest in the Tenaska power station located in Texas. Original maturity 
March 31, 2002. Secured by the equity in Tenaska. KBC Bank as Agent. Barclays is a 
participant with a $20m share. 

38. Brazil Power Development Trust - $460. 75m syndicated loan, guaranteed by Enron 
Corp., entered into December 2000 to fund construction of Brazilian power project. 
Original maturity August 31, 2002. Secured by the project’s assets, which include 
several natural gas turbines being constructed. West LB as Lead Arranger and 
Administrative Agent. Barclays as participant with a $19 m share of commitments 
($14m outstanding). 

39. J T Holdings Lease - $ 1 lOm syndicated facility entered into 1992. Original maturity 
December 7, 2005. Loan to an SPV that owns and leases to Enron a methanol plant. 
Secured by plant and certain Enron Corp. obligations. Citibank as Agent. Barclays as 
participant with a $l2m share. 

40. Rawhide Investors L.L.C. - $690m syndicated loan. Loan is to Rawhide, an investor in 
an Enron subsidiary that owns project assets in the US, Argentina and Brazil. Original 
maturity March 28, 2002. Citicorp as Agent. Barclays as participant with a $35m share. 

4 1 . Brazos VPP Trust - $250m syndicated finance facility. Facility enabled an SPV (Brazos 
VPP Limited Partnership) to purchase oil and gas volumetric production payments 
(VPP’s) from third parties. Original maturity December 31, 2005. Secured by VPP’s. 
Bank of America as Agent. Barclays as participant with $12m share of commitments. 

42. JEDI SPVl. L.L.C. $513m Term Loan — 364-day syndicated credit facility supported by 
approximatelyl2m shares of Enron stock valued at the face amount of the loan via a 
share-settled swap between the SPV and Enron Corp. Chase as Agent and Arranger. 
Entered into December 1999. Maturity extended to June, 2001 . Barclays served as one of 
four underwriters (Chase, Lehman, CSFB) initially funding $128,375 m each. After bank 
syndication Barclays’ share as participant was reduced to $38,875 m. 
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43. JEDI II Bridge Loan - $500m. Chase as Agent for a six-month loan. JEDI II is a joint 
venture which included Enron subsidiaries as the 1% General Partner and a 49% Limited 
Partner, and CALPERS as a 50% limited Partner. Entered into December 1997. Barclays 
and Chase committed $ 1 00m each and four other banks committed $75m each. Repaid 
through financing referenced in #44 below. 

44. JEDI II - $500m syndicated revolving loan entered into May 1998. (Commitment 
reduced to $250m December 22, 2000). Original maturity June 2001. Chase as Agent. 
Barclays as a participant with a $28.5m share. Outstanding loans repaid in September 
200 1 and commitments expired at the end of October 200 1 without any loans 
outstanding. 

45. Enron Corp. Zero Coupon Convertible Senior Notes due 2021 — Private Placement of 
notes with Salomon Smith Barney as Lead Placement Agent. January 3 1 , 200 1 
placement raised $ 1.25b (face amount of notes $1.9b). 

46. Delta Energy Corporation Commodity Swaps - Entered into December 3 1 , 1998. Delta, 
an SPV, borrowed $500m from a Citibank conduit and used the proceeds to purchase and 
prepay for $300m worth of natural gas and $200m of crude oil at an agreed price. 
Barclays entered into offsetting energy swaps with Delta and an Enron subsidiary (Enron 
Capital and Trade Resources). The structure unwound November 17, 1999. 

47. Commodity Swap - Executed September 27, 2001 . Barclays served as a swap 
counterparty to both Enron North America and CSFB for the energy price component of 
a $300m commodity linked financing (crude oil prepay) provided to Enron by CSFB. 

48. Yosemite Securities Company Ltd. - £200m 8.75% Series 2000-A Linked Enron 
Obligations (“LEO’s”) due 2027. Issue date February 15, 2000. Lead Manager Salomon 
Smith Barney International. Barclays as co-manager, with Royal Bank of Scotland. 

49. JEDI I - Syndicated loan facility established in 1993 to JEDI. Repaid in 1997 with the 
proceeds of the JEDI facilities described in #’s 8. A, 8.B and 8.C above. Chase as Agent. 
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THE WALL STREET JOURNAL 


Review & Outlook 

Enron’s Enablers 


Citigroup and Morgan fiave 
some explaining to do. 


Yosemite, Delta and Roosevelt— designed to 
make the financing of Enron look like trading 
activity. Money was raised from investors 
through the sale of credit-linked notes. Then 
Ciligreup shipped that money to off-shore spe- 
cial-purpose entities 
which, in turn, sent 
the money back to En- 
ron, allowing Enron to 
borrow money but 
record the loans as prepay contracts. 

The result of this daisy chain was that En- 
ron got almost S9 billion that may have over- 
stated its cash flow by 50%. That money also de- 
creased Enron's debt by 40%, allowing it to 
avoid nasty credit downgrades. Meanwhile, 
ahem, the banks made hundreds of million of 
dollars in fees and commissions. 


T he muck generated by Enron continues 
to spread, and last week it embraced two 
of the world's biggest financial institu- 
tions -J.P. Morgan Chase and Citigroup. We’re 
not the type to easily bash business. But from 
the evidence we’ve 
looked at, these banks 
deserve the beating 
they’re now getting. 

This unsavory busi- 
ness involved “structured finance” deals that 
helped Enron hide some of its debt. Structured 
financings are transactions backed by bonds or 
loans called collateralized debt obligations. 
They are always horridly complicated and in- 
volve off-shore-and off-balance sheet-spe- 
cial-purpose entities. In the Enron arrange- 
ments, the instruments of choice were con- 
tracts for the future delivery of oil or gas for 
which Enron received its payment in advance 
of delivery. 

These deals are now being investigated for 
criminal and civil liability by the Securities 
and Exchange Commission, Manhattan Dis- 
trict Attorney Robert Morgenthau. tbe Federal 
Reserve Bank of New York and the Justice De- 
partfnent. But we did get a glimpse of what 
looks like financial flimflam during Congres- 
sional hearings last week. The outline that 
emerged from the Senate seems to show that 
Citi and Morgan were energetically helping En- 
ron disguise reality from investors. 

About a decade ago. Chase Manhattan Bank 
(now merged with J.P. Morgan) set up a special- 
purpose entity named Mahonia. Its very spe- 
cial purpose was to reduce Enron's taxes. By 
trading prepaid oil and gas contracts with Ma- 
honia. Enron was able to transfer tax liabilities 
from one period to another. 

As the years rolled by, the cash-up-front 
property of the contracts proved irresistible 
and Enron increasingly tapped M^onia as a 
source of financing. The money flowed back 
and forth, the size of the transactions-grew big- 
ger and bigger and the repayment periods got 
longer and longer. Enron booked the money as 
cash from trading operations, thereby pump- 
ing up its cash flow and obscuring the size of its 
debt. Meanwhile, Morgan hedged its risk with 
credit derivatives and surety bonds from insur- 
ance companies. 

, Citigroup’s structured financing was simi- 
lar. The bank set up schemes -with names like 


Then there are the broader malign effects. 
These financings and their accounting were 
cleverly crafted to fool others big time -inves- 
tors in the structured deals themselves, insur- 
ance companies and Enron investors. Since the 
banks sold this type of financing to other en- 
ergy companies, those investors were hood- 
winked too. And don’t forget the banks’ own 
shareholders. As the details of their Enron 
deals have become known, investors in Citi- 
group and Morgan have watched their stock 
sink like a stone. 

At the Senate hearings, Citigroup and'Mor- 
gan defended themselves by arguing that it is 
up to their clients to properly account for, and 
disclose, these deals. This is not ethically reas- 
suring. It sounds like the getaway car driver de- 
nying knowledge of what was going on inside 
the bank. 

But the big loser in all this was the effi- 
ciency of financial markets. Good markets de- 
pend on transparency-investors need to have 
a grip on reality for capital to flow to its best 
uses. These structured financings were opaque 
In the extreme. Even if they were technically le- 
gal, they were in substance designed to -mis- 
lead. What’s legal isn’t always ethical. 

Citigroup CEO Sandy Weill all .but admits 
this when he says that he wishes he’d never 
heard of Enron, and that while the practice was 
legal and standard, Citi won’t do it again. 
While they await the legal consequences, the 
CEOs of Citigroup and Morgan could start to re- 
claim the reputations of their Institutions by 
showing they can clean out their own stables 
without government orderi 
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August 15, 2002 


Mary D. Robertson 
ChiefClerk 

Permanent Subcommittee oh Investigations 
8617 Groveiand Drive 
Springfield, VA 22153 

Re: Transcript of Testimony ofMoodys Investors Service 

Dear Ms. Robertson: 

Enclosed please find corrections made by John C. Diaz and Pamela M. Stumpp to the 
tr^script of their testimony before a hearing of the Permanent Subcommittee on Investigations 
on July 23. 2002. Mr. Diaz and Ms. Stumpp testified on behalf of Moody’s Investors Service at 
the hearing, which focused on the role of financial institutions in the collapse of Enron Corp. 
(“Enron”). 

Moody’s would also like to provide additional clarification to a portion of its testimony, 
referenced on pages 112to 114 of the enclosed transcripts. In a colloquy between Senator 
Fitzgerald and the panelists, Senator Fitzgerald referenced a conversation between Robert Rubin 
of Citibank and Peter Fisher, the Undersecretary of the Treasury for Domestic Financial Markets, 
regarding Enron and the credit rating agencies. Saiator Fitzgerald indicated that Mr. Rubin had 
called Undersecretary Fisher to ask whether a Treasury official would ‘“ask credit rating 
agencies to give Enron a break,’” and that Undersecretary Fisher declined to do so. Senator 
Fitzgerald then asked questions of the rating agency representatives on the panel, regarding 
whether anyone from Citibank or “any banks” called the rating agencies to “lobby you to give 
Enron a break.” 

In formulating her initial response to these questions, Ms. Stumpp mistakenly believed 
that Senator Fitzgerald was asking whether anyone from the government had contacted Moody’s, 
in order to lobby on behalf of Enron. As Moody’s received no such contacts from any 
government officials, Ms. Stumpp at first replied “No.” Moody’s did, however, receive some 
phone calls from investment bankers in November 2001 regarding Enron and a proposed merger 
between Enron and Dynegy, Inc. (“Dynegy”). Although Ms. Stumpp believes that these bankers 
did not call to “lobby” on behalf of Enron, had she fully understood Senator Fitzgerald’s 
questions, she would have augmented her answer to indicate that Moody’s had received these 
calls. 
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As the line of questioning continued, Mr. Diaz and Ms, Stumpp did in fact amplify their 
answer in that regard. Mr. Diaz referenced his previous testimony before the Committee on 
Governmental Affairs, in which he discussed these contacts from investment bankers regarding 
Enron and the Dynegy merger deal. Ms. Stumpp then also provided additional detail regarding a 
meeting that Moody’s had with investment bankers regarding the potential merger. However, to 
ensure that the Subcommittee has the most complete record possible, Moody’s wanted to provide 
this additional clarification to the Subcommittee. 

Moody’s again wishes to thank the Subcommittee staff for their assistance in this matter. 
Please do not hesitate to contact me if you have any additional questions. 


Sincerely, 


CJB 


Lanny A. Brcuer 


Enclosures 

cc: Linda J. Gustitus, Chief Counsel/Staff Director, Permanent Subcommittee on 

Investigations 

Robert L. Roach, Counsel & Chief Investigator, Permanent Subcommittee on 
Investigations 
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WHAT MERRILL KNEW 

“Enron believes they can structure anything 
to be off balance sheet.” 

-Merrill Lynch internal email, May 19, 2000, Bates MS 19571 

“[T]hey [LJM] do a bunch of balance sheet 
deals similar to your barge deal . . . 

-Merrill Lynch internal email, April 12, 2001, Bates MS 21257 


“Merrill Lynch received a request from 
Enron that Merrill Lynch provide a $25 
million [loan] .... such [loan] would not be 
drawn. ... The loan commitment is 
required by Enron’s accountants to insure 
that the structure receives off-balance sheet 
treatment.” 

“Merrill Lynch Interoffice Memorandum, December 10, 1998, Bates MS 06910 

Prepared by U.S. Senate Permanent Subcommittee on Investigations, July 2002 

I Permanent Subcommitlee on InvestSgations| 

EXHIBIT #201 I 




NIGERIAN BARGE CHRONOLOGY 


June 1999 


Mid to Late-Deceniber 1 999 


Late December 1999 


December 29, 1999 


Enron purchases 9 power barges for $56.5 million from the government of 
Philippines. Each of these barges operates as a floating electricity 
generator. Three of the nine barges are located in Nigeria. Enron 
contributes the Nigerian barges to a company it has created, Enron Nigeria 
Barge Limited (ENBL), in exchange for 100% of the company’s stock, 
consisting of Preferred A, Preferred B and Common shares, 

Enron, through Jeff Mch^on, asks Merrill to invest in the Nigerian barges 
so that Enron’s African division can book a $12 million gain on the 
transaction and make its earnings target. In the course of negotiations, 
Merrill agrees to invest based upon Enron guarantees that it will arrange for 
the resale of MerriU’s interest in the barges at a profit within six months 
time, he, by June 30, 2000. Merrill also asks Enron to guarantee it a 
specified rate of return on its investment. Enron ultimately agrees to 
provide Merrill with a $250,000 upfront fee and assure it receives a 15% 
per annum rate of return. 

Merrill insists that the guarantee conveyed by McMahon be confirmed by 
Enron’s chief financial officer Andrew Fastow. In a conference call 
between Enron and Merrill, Mr. Fastow confirms that Enron will ensure 
that Merrill will not own an interest in the barges in six months time and 
that Merrill will be “taken out” of the barge investment by June 30, 2000. 
In interviews with the Subcommittee staff, Merrill indicated it would not 
have proceeded with the transaction but for the representations made by 
Enron that it would be taken out within six months. Merrill also indicated 
it was aware that Enron was treating this transaction as a sale. . 

To complete ' the transaction, Merrill establishes a wholly owned 
corporation called Ebarge, LLC, which it later re-domiciles in the Caynian 
Islands, On December 29, 1 999, just before the end of the fourth quarter, 
Ebarge purchases an interest in the Nigerian barges for $28 million. 
Specifically, Ebarge pays ENBL, the Enron entity that owns the three 
Nigerian power barges, $28 million by making a $7 million cash 
investment and entering into a $2 1 million loan financed by another Enron- 
related entity, Enron Nigeria Power Holding, Ltd. In exchange, Ebarge 
receives ENBL’s Preferred A and Common Shares. Shortly thereafter, 
Merrill also receives the agreed-upon $250,000 fee from Enron. Enron’s 
guarantee to arrange for the resale of Merrill’s interest in the barges by 
June 30, 2000, with a 15% return on its investment appears in an early 
version of the transaction documents, but not in the final written agreement. 
One Merrill employee told the Subcommittee staff that Enron informed 
Merrill that the assurances could not be put into writing. 
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June 13, 2000 


June 14,2000 


June 29, 2000 


September 2000 


2 

Over the course of the following 6 months, Merrill reminds Enron on mulitple 
occasions of its promise to arrange for the resale of Merrill’s interest in the barges. 
A June 13, 2000 email from one Merrill employee to another asks: “As we 
approach June 30, 2000 1 am getting questions concerning Ebarge, LLC. It was our 
understanding that [Merrill] would be repaid its equity investment as well as a 
return on its equity by this date. Is this on schedule to occur?” 

A Merrill employee drafts a letter to Enron reminding it of its obligation to arrange 
for the resale of Metrill’s interest by a date certain with an agreed upon profit: 
“Enron has agreed to purchase the shares from Ebarge by June 30, 2000 for a 
purchase price ... of $7,510,976.65.” 

Later the same day, Dan Boyle of Enron informs Merrill that “Enron has lined up 
a new buyer” - LJM2, a Fastow-run partnership - to purchase Merrill’s interest in 
the barges. A June 14 email by a Merrill employee notes that the conversation with 
Boyle “pre-empted our letter” and the “new buyer will purchase our ownership 
interest in the EBarge for the agreed upon amount.” 

On June 29, 2000, LJM2 purchases Merrill’s interest in Ebarge for $7,525 million, 
which is equal to the agreed-upon 15% rate of return, and assumes the $21 million 
loan. Merrill’s total profit from the transaction is $775,000 ($7,525 million + 
$250,000 fee - $7 million initial layout). Notwithstanding loan documents which 
seem to require Ebarge to pay interest on the loan, Ebarge apparently did not pay 
any interest, maintaining tlrat Eirron was obligated to pay those sums. The evidence 
indicates that Enron may have also guaranteed LJM2 that it would receive a fee and 
specified rate of return on its “investment” in the barges. 

An internal LJM2 document describing the transaction, prepared by an employee 
who works for both Enron and LJM2, explains why LJM2 purchased Meirill’s 
interest in the barges: “Enron sold the barges to Merrill Lynch (ML) in December 
of 1999, promising that Merrill would be taken out by sale to another investor in 
June, 2000. The project could not be sold by June, so without LJM2's purchase 
Enron would have had to strain the LM/Enron relationship or repurchase the assets 
and reverse earnings and funds flow on the original transaction.” 

As part of a larger transaction involving both Enron and LJM2, AES Corporation 
purchases LJM2’s interest in Ebarge for $3 1 .2 million. Approximately $23 million 
is used to pay off the outstanding loan ($21 million initial loan + accrued interest) 
held by the Enron affiliate. LJM2 apparently received the remaining $8.2 million 
($7,525 million return of initial layout + 15% return + 350,000 fee + $25,000 in 
“expenses”). 
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MERRILL LYNCH ANALYSTS’ RELATIONSHIP 
\VITH ENRON AND IMPACT ON FEES 

My 15, 1997 Merrill Lynch analyst, John Olson, downgrade’s Enron’s equity 

rating. 

April 18, 1998 MemofinmIhvestmentBankingDivisionofBcialsto Merrill Lynch’s 

President stating that Merrill Lynch was not selected as lead or co- 
manager of $750 million common stock offering, “...the decision was 
based solely on the research issue and was intended to send a strong 
message as to how ‘viscerally’ Enron’s senior management feels 
about our research effort.” Merrill Lynch’s President was asked to 
eall Ken Lay and Jeff Skilling in an attempt to have Merrill Lynch 
inserted as a co-manager. 

April 28, 1998 Merrill Lynch having been added as a co-manager on the common 

stock offering begins calling potential investors about this 
investment. Merrill Lynch provides its calling list to Andy FastoW 
and Enron’s investor relations group on April 28, 30, and May 4. 

August 30, 1998 John Olson leaves Merrill Lynch. 

November 16, 1998 New analyst, Donato Eassey, upgrades Enron’s equity rating. 

January 18, 1999 E-mail from Investment Banking Division to Merrill Lynch’s 

President with an update on Merrill’s “relationship with Enron since 
you spoke to their CEO, Ken Lay, last spring regarding our difficult 
relationship in Research. It is clear that your responsive message was 
appreciated by the Company, and any animosity in that regard seems 
to have dissipated in the ensuing . months...To that end, we have 
recently been awarded two significant mandates by Eturm...Total fees 
to Merrill Lynch for these two transactions alone should be $40-50 
million.” 
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U.S. SENATE PERMANENT 
SUBCOMMITTEE ON INVESTIGATIONS 
HEARING EXHIBIT 
VIDEOTAPE EXCERPTS 


Excerpts, lasting approximately 7 minutes, are taken 
from a videotaped portion of a presentation about LJM2 
made by Andrew S. Fastow and Michael J. Kopper of 
Enron Corporation on or about September 16, 1999, for 
Merrill Lynch’s Private Equity Group representatives. 
Location of presentation was Merrill Lynch North Tower 
Building at 250 Vesey Street, New York City, New York. 
The complete videotape, about 50 minutes in length 
(bates stamped MS 21269), was produced by Merrill 
Lynch in response to a Subcommittee subpoena. 
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TRANSCRIPT OF EXCERPTS FROM VIDEOTAPE RECORDING 

LJM2 PRESENTATION BY 

ANDREW S. FASTOW AND MICHAEL J. KOPPER OF ENRON CORP. 

BEFORE 

MERRILL LYNCH PRIVATE EQUITY GROUP REPRESENTATIVES 
On or about September 16, 1999 

MR. FASTOW: This is what I'd like to do. I mean, being CFO of Enron is as good a CFO 
position as anyone could have in America, I think. This is what I want to be my next step. I 
want to have a - 1 want an investment business, and this is a unique opportunity to set it up with 
unique access to deals and to develop that track record I need to develop. 


MR. FASTOW: Let me simply say I can do twice better than anyone else since I will have 
better information than anyone else. [Laughter.] 


MR. FASTOW: The business units own their assets at Enron, manage their portfolios, manage 
their risks in their portfolios. Do I know everything that's going on? Do I have to sign off on 
every deal that goes in there? Yes. So I'm in the unique position of not having the ownership or 
the responsibility or obligation to sell the assets, but I know everything about them and I've been 
involved in their approval and maybe in their structuring. 


MERRILL LYNCH PARTICIPANT: Isn’t your privileged position of having better 
information than any other bidder going to deter other bidders which in turn [inaudible] 

Enron 

MR FASTOW: Really, it isn't. It is in Enron's best interest because Enron needs the capital, 
number one, okay? They want to expand their businesses, huge opportunities. 

Number two. I'm not going to buy a deal and pay a lower price than someone else would 
pay in the market. It's that simple. So think about it as no harm, no foul. Even if someone three 
years from now comes back and says LJM2 ^ LJM2 earned a 300 percent IRR; Enron must 
have sold those deals at the wrong price. It was the best price in the market that they could get. 
We have competing quotes to validate it. So, again, if I didn't earn 300 percent, someone else 
would have earned 310 percent. 
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MERRILL LYNCH PARTICIPANT: Do liie other bidders that are out there know that there's 
an insider there that can [inaudible] have this opportunity? Are they aware that you're there? Or 
is this sort of like-like going to an auction ... 

MR. FASTOtV: It's like an auction. It's ... 

MERRILL LYNCH PARTICIPANT: -where there is a house bid on the inside and you don't 
know what that house bid is? 

MR.FASTOW: That's right. 


MR FASTOW: The principals have all been involved in virtually all aspects of the fund 
business. That's a little hard to read, but I think you get the idea. We've been doing this for a 
while. We've been together as a team for a while. And I think we understand the issues that our 
investors will have, and the philosophy is generally to address those issues before they become 
issues. [Chart displayed in background: “Involvement of Principals in Price Funds,” listing 
Andrew Fastow, Michael Kopper, Ben Glisan and Anne Y aeger.] 


CHART DISPLAYED BY MR FASTOW: 

Why LJM2 Is Unique 

1. Preferred access to proprietary deal flow 

2. Enron and its investments have significantly outperformed the market 

3. Investments analyzed/operated/structured by Emon 

4. Ability for LIM2 to evaluate investments with full knowledge 

5. LJM2 speed and knowledge advantage 

6. Financial expertise of Principals 
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MERRILL LYNCH PARTICIPANT: As you probably have all concluded, this transaction is 
probably going to take a bit of extra work in developing investor-potential investor lists. And as 
we're probably a good week or two away from haying a final offering memorandum, what I'd 
like to endeavor to do definitely within the next week, and particularly in coimection with a 
conversation we plan to have or we have scheduled with Andy about a week from now, is really 
have all of you think about the specific targeted investors we'd like to go to with this. 


MERRILL LYNCH PARTICIPANT: This is really a culmination of what has been, Andy, I 
believe, about a five-year discussion with you about flmdraising in one form or another. In fact, I 
dusted off the file the other day, and I do have 1994 correspondence. 

MR. FASTOW: I won't tell you what Ben’s first reaction was four years ago. [Laughter.] 


MERRILL LYNCH PARTICIPANT: In addition, I failed to introduce at the beginning of the 
program here, we also have the benefit of some great Merrill Lynch resources in connection with 
this transaction. 


MR. FASTOW: No, we haven't taken it out to the institutional market. We've had a couple of 
discussions, obviously, with Ben and then the team here and with one other team that probably 
you know the people over there. And-but we— we haven't taken it out into the market until we 
■ felt we got the consensus from the people who know the market best. Y ou're-you're the people 
who know the market best. And so we count a lot on Ben and David and the team here, their 
counsel as well as their ability to [inaudible]. So I didn't think-I agreed with them, until very 
recently, tmtil we had the track record to show, four prior deals and things like that, with varying 
degrees of involvement, it probably wasn't something we should take out. But I think now it's . 
something we can take out. And, again, based on the initial response from institutions that know 
us very well, our banks, et cetera, it's something that— that people are comfortable with. So I 
think we have a real opportunity here to bust it wide open. 


MERRILL LYNCH PARTICIPANT: As you would expect, Andy as chief financial officer at 
Enron, is heavily banked, so to speak. And as a result, there are five or six of the name brand 
banks who have stepped up and said they'll commit to this. I mean, if-if anything, what we-our 
objective here is to-is to modulate the size of the banks because the real money that Andy wants 
to get at is the pension fund money and, to a lesser extent, insurance. 
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UNIDENTIFIED VOICE: Never going to get to the billion or 2 billion fund by doing 
commercial — 

MERRILL LYNCH PARTICIPANT: Right Right. That will stick and grow. And all the, as 
you can imagine, the name brand commercial banks know Andy, know Enron. It's a quick, easy 
decision for them, or straightforward. It's a straightforward decision. 


MR. FASTOW: I think you have to go back to the volume of the deals and the nature of the 
deals. The prime hunting ground is going to be highly complex, structured deals that have to be 
moved in a short time frame. There just isn't enough of a market for that. 


MERRILL LYNCH PARTICIPANT: A couple more mundane questions. Ben and Michael, 
do they work for Enron or do they work for the fund? And are they compensated by the fund or 
by Enron? 

MR. FASTOW: All of the-all of the issues related to my compensation that I addressed are the 
same with them. They're employees of Enron, and, again, until we're in a position where it 
would be prudent to step out of that role as employees of Emon, we will continue to be 
employees of Enron. Base and bonus are pretty much within a defined range for all of us at this 
point, and we would work arrangements with Enron to make sine enough of our time was 
available to be involved in LJM to accomplish what we have to accomplish at LJM. 


MERRILL LYNCH PARTICIPANT: Okay. Thank you, everybody, for your attention here - 
MR. FASTOW: Thanks very much. Thanks especially given the weather. 

MERRILL LYNCH PARTICIPANT: And now you can have lunch. 

- End of Tape - 
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APPROPRIATION f^QUEST-COVER PAGE 

(S in Thouundt) 

ManagsmenI Unit: CICG Project Name: Enron Nigerian Bargs 

Equity 

Group: IBK Flnanciai Commitment: S 7 Million 

Project Start /Finish: Needs to Close fay l2/3t/SS- 

Takeout by 6/30/00 

EXECUTIVE SUMMARY 

SpenaJ Vcbicie 

S7.0 Millioa Equity 

^.DMUIioa' ' 

B..B3 

Leis than sbc Bo&ths 

To purcfaaie common end preferred equity io a Nigerian 
Barge Co^ Isdasexly by Enron Corp. 

Cioaing by year end ) 999. 

NA 

ViDCeai &. Elkina 
NA 

Proposed C50.000 piua 15^ per annum or a fUl 22.5% 
retors per . 

Leo J. KeUer 

Jeff McMahon, EVP and Treawrer of Enron Corp. has ashed ML lo purchase S7MM of equity in a 
ipcsiil purp^ vehicle that will allow Cotp. to book S12MM of earning. Enron mun ciose this 
transaetjon by 12/3 1^. Enron is viewing this ginsACtion as a bridge to permancM equity and they have 

assured us that we viiU be taken out of our invesanent within six months. The investment would have » 

reaxunun 22JH return. 

^ mounted power plants in service by Fcbniaiy 20K) in Nigeria. The firct 3 years 
of cash Qow u prejeeted to be$39 million from the Nigerian governmenL Enron wants to sell the first 3 
128MM. They propose to do this by having ML establish a U.S. special purpose 
owned by Memll L)meh. The SPE will be capita^iaed by our S7MM invesenent and a 
niMM rmn>recouxse loan from Enron Corp which will then purchase non^Nroting common stock in the 
Enron ra»idt^ dial ovms die barges. Enron win have a total invesnaent of MM in the projecL 
^jron w a Jttgoiiarioni with several equity investors, including Marubeni. However, they are not 
able lo close me tnmsactioa with a long-term holder }jy year^end. Enron will .'^sciittate our exit from the 
nsnsBction third party investors, Dan Bayly will have a conference call with senior management of 
ennm confirming this coiamhinent to guaranty the ML takeout within six months. 

Entw h« strongly requested ML to enter into this transaction. Enron has paid ML approximaiely S40 
mtilion in fees in 1999 and is erqieeted to do so "g*?" in 2000, 


Entity: 

Facaity: 

Reqeest 

Expected Ratings 

(Moody's/SJLVy. 

Maturity: 

Use of Proceeds: 
Tlmte|: 

ladepeadeat Auditors: 
Compasy Connsei: 
Underwriter Coatuel: 
Fees: 

ML Researeh Coverage: 
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APPROPRIATION REQUiST APPROVALS ■ 

MUnsgemsnt Unit: DC6 Project Nsmt: Enron Nigsrisn Btrye Equity 

FinancJa! Commitmant: $7 mQSon 


SPONSOR: 

Originaton 

Mgmt. Unit Conlrollor; 

Mgmt Unit Haad: 

Group Finance Director 

Group EVP: 


Rob Purst 


Other Revtevye 


Debt Markets Capital 
Comrr^ee: 


Peer Project Review: 


Date Approved; 


Group/Data 


Date 


Corporate Approve ie 


Ch«f Hnancial Officer 


Execurve Comrrattee; 


Audit and Finance 
Committee: 


Other 
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ho AU^tVlAiC ^ 

L PROroSEB CORPOIUTE STRUCTUIffi 

TngigniflnSlniettre tTW. 3hJ^ 

Purchue Equity Csnsibn:^ S7^Mniioft 

Acq[uls^iaali»(ftemEsraateS?V) 3t.tX> Mniie>o 

TtaiiPuxciuue Price SI.00MIU>aa 

Btiis:2S!41metiMlReuofKecum OS mvested equity far Puitiitser. ■ 

Aequmtira Lou Tenss: IZS lantst Rete; 24 Month Terns, A»orii£irio& to be Atreed 
• Lou secured by Purchaser's lateRstia ihcBJusePretjea Only 

Shareholder Stmeegg 

■naae wiB be three clmcs of stock two pefen ed ud one commfift. The ftirchiter will purchase die Pre fe rre d A ^ " 

Shares ud the Coounoo ‘‘Shares. Eoras wiS owe the Preferred B Sbarei The simsaary below mdieates U» ^ ^ ^ 

economk iotercsts before and aftre fee Trigpr Date. In each ease, the table ifutiatrt the Cash Flow rtgbu of each 
shareluiider class t&at the pm-ious class ihareholder has received tbeir pefcarta^e share of the Cash Flow. C 



Stock Class 

Preferred A (Putehaser) 
Preferred B.OB&ron) 
Coounoo Stod: (Purdiaser) 


Eeeoonue Interest (Perceat of ^sb Flow (“CF") 
Pre Triygef Date 


C.matCF 

• • 9J^ofCFAft«?refA 
! 00.005 of CF After PrefAAa 


Post TriPtcr Pate 
O.lHofCF 

W.0y.ofCFAfterPrefA 
lOOJlOS of CF After Pref AAB 


Befert rite Tnfiger Date, the Purchaser ts eicpecisd to recerye a^rotiaisrely 90% of the Cash Flow via the Coounoo 
Stock ud a small peteemafe fiom fer rrcfcj i td A After the Triipo Date, the Earon'Prtferred B Sharct receive 
approximately S^.OS of riu Cash Flow ud after dtstriburioo to the Preferred A ud Preferred B, the Cotnaioa 
receives rite residual distribution o ftheCath now 
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TTMELIKE 

[0 PPA il bowera Enn» Kigerii Power Holdinj Ltd aod the Ltjoe Suit ofNigerii. Saiaequratly. lit tjeba 

a the PPA (tnigc enivnes only) ire luigoed lo Enmn Nigerii Bilge Holding Ltd. Wiidi m tma luigas 
lie Hgiu to Enroo Higena Bilge Ltd. 

C2} Edna Nigeriia Barge Ltd. AAB Preferred and Common Share] are imitd to Enren Barge Holding Ltd. 

(3) Prefttred A Share] and Commoo are sold from Enron Nigeria Barge Holding Lai TO a ihtd party who 

amimea true equity riaic involved with the Enron Nigeria Barge Ltd 

n. BARGE PROJECT ECONOMIC SUMhURY 

Cost Summary fliS 500Q> 


Power Barges 

525.000 

Barge Upgnds and Onshore Cost 

15.800 

. Total EFC 

40.800 

Mobillzadofi 

1.014 

Da^io]»nesR Ceois 

MOO 

Working espial and Spares 

2,119 

Conbgeacy . 

III 

Total Costs 

545,614 


^fotecrion of 90% of Net Cish Ffew (TfS SOOO) 

Year 2000 Year 2001 Year 2002 Year 2003 Total 

59,123 513,362 513.706 S3.4I0 539,691 

The 545.6 mllliOD project coits are to be paid by Horoo. The act cash flow projected over tkt thm year Phtae 1 
projecs Ufe is 544.1 mlUloa. and d90Va of Ote three year flow is 539.7 nillioiL 

h b the tntzasdoa of Eoron to provide to the Investor nonthly distributions of net cash flow, and to hive an Enrest 
afflUate provide up to 75*/« of seller flnioced dehL The proposed debt period is three yetis with an interest me of 
12!4peryear. 

m. ENRON OVERVIEW 

Merrill L)«dh*t leladoadup wfdi Eoroo Corp. (die Xompafty** or ’'Eeren*^ has developed aignifleantfy wtt the 
past >eBr as Enren wfll geaeme more than 540 million in investment btiiJciag feet in 1999. The following poinu 
identify eurrest issues related to the Conpany and sisniflcaat rector Enron nnsacdoas b which Memti was 
involved r 

a Lead raaniged Aairhc's, Ehron'i istemadonii wetcr utfliiy robsidiaiy, IPO (5700 miflion) 

~ Advised OB ofasequeot 5235 isiSlonBcquiaidon of AMXAc^ Mtaagemest lac. 

— Curmady worhbg on seveil buy side ad^ory aasignments * 

- CcKltad for 5500-750 aillloa high yield issuance (ament)/ on hold) 

* C^oHnanaged a New Issue Cotanon Equity offering for Enron Corp. (5865 mililos) 
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Cuttratly wotol wi* Uie OT 14 ni« t S500 nCHoa ptims opit)' fimd (UM2) ■ 

CurrtnUy phduas to bccoae Enro&’s advisor far pf i v c e eqoiry ta hs ttlecsntatnucsaaas sttbsidi&.*y 

^nroo CommuakaaoHs) 

' TbeC^lsu^bsexhrefyezplanns power s^pomaiideimeaanscaadEurtipc 
D>mo»av Ovotviwv 

jEanm h a global cKvmKed eafigy compat^. &treR ii ihe krgtst buytr aad seller of uainl gu xai cicsoichy b 
the world aad owns SlJXlO alia of ocural gu pipe^saes b tbe U^. Tbs Oanpaty ibo Is ose of tbs largest 
iodepeedat d ev tlo pers, opaanai aad producen of elecxrbiiy worldwide, wiib b s i , tMes b Europe, Axis, tbe 
Ami^cu aad tbs Nd5c RbL Osce csstpictad, tbe Compasy'x Jaa|*baai fiber opit Aetworfc wiil be tbe first 
iateraet Proncai twe-trbo p g b the VS. AddoioaaJJy. dmiugh is brrmstinnri water cozsiaLby, Ssson owns asd/or 
i^^erxaa vrasr systess b tbs US., Europe. Otrtxfb, Mexico aad A ig..iim As of Jose 30, 1999, Etsres's total 
asses wtR«S34 blllioe asd Is equhy matte eaptaihadoa ww approxbuaely S32 bSBoa. For the year coded 
December 3!, 1991, E&foh geagaied tevesue of S3U bOUoe, 52H over tbe year coded December 31. 1097. 
The Cesepaay bis grown hx revoxoa and operaxmg {sofii at an uausHsd raai of 50H asd 30% over tbe period 
fiom 1993 CO 199S. ropecdvsly, aad has boea oiaed tbe moss bnovizive eampe&y b tbe worid by Forbei for the 
past fotsrj^STL 

Esron is orgxaized ai’a b&ldbg eanpasy wizb four eaagy-micxd ^enslag fahridlaria (Earoa Konb America. 
Eanm Oas Hpelbex, Eartm Eoergy Services aad Por^d Geacnd) a ttlwwnmwualagioQi subitdiary (Earoo 
Cmnmuoicatkm) asd aa water eowpny (Azarb). E&roa*s reguirfrd busbm bcludes two opendons 

> namral gas p^Ibes, comprised of Eonr*. Qsa Pipeibei, wbicb owns aad ep finria all of Esroa's fefieraily 
regubced tmenxate osmral gas pipcibei, and Pertlxad Oeesai {£&rce l occ sd y asAousee tbe sale of Portlaad 
General t^cb should close -b tbe nod year}, an deetric distrlbticion, crenssusion and geserarioo eespasy serv'bg 
tbe Oregon tnsrte. Wholeasie energy service esaprised of &iraa Nenb America, Is ccjtrndy £araa*s largest 
bttsioe&s as messmitd by openzmg profit, afid provides eomsodlTy sales (axonl gas, ekcTidiy. asd ocher energy 
eomznodlhci) asd services (asset risk fwwg gmggi) to large fadncrial. eoffimerciii aad uxllh^' 

custamsn m tbe U.S. and IssnudoaiUy. Enrofi'i newefi eoer^ busbeas u hi reall enerc^ urviecs bttsbesx, 
comp.rised of Eoron ^ergy Setvleai, which pnsvlda total tmergy outsourebg solutioai to a^}or corporarioei m ibe 
1I.S. These tohictoai belude bfiastructure suosgeaec paehaged whh new equipment bsallarioa end commodl^ 
purchases oa behalf of tbe large eerportta eustoxBox 

Enmn’s two newest busbessex, Eartm Cesimiaicadoas aad Aaotx. are positioned to tala tdvaoAge'Of positive 
fautmess fandimetsalt outside c^£oron*s energy opentrioas. Enron Coam^cadozts Is eoanruxrtbg an over 1 0,000 
mile sazioswide !cag haul fiber opde nenvodc that wfi] offer 'htoadhaad appCeauioB aavicea over as btemet 
Protocol aerarodc. Addidoaally, Btron Communiadem U pursubg ta oppo rm niry to oease a matte for be 
tradbg of bandwidth capacity on fiber sysieau. Azurix b aa 3150 oilliaa publicly traded btenuiional water 
company (70% ceatrolled by Earan) whl^ pbas to take advaatxge of tbe sigaiHeaat opportuaides that exist for 
private soetor parodpadoa b the global wasex bdustry, aequirisg ezutbg water and wastewater systezos 

via prfvatusQoas, providbg wasm aad wisawamr rebzed servieea to municipal aad bdasirial water suites a«l 

A-v^lHptni anA 
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^ Interoffia ■ 

i'p , .^Memorandum 

$^^-(1''’ t > y VT - SS'L™ 

U • jy * ^ I lo i\r J KtfvmCox 

jA ^ 5'*^ ** ^ Schuyler rifasjrO 

\r ^ Marie DevitcT^ 

nS«- .11, 'V /(^ y RobesiFtet jlo 

Merrill Lynch \ y ^- v tci: 214 « 49 -s 3 so 

Date: Deceniber2l. 1999 

Sabject: EnxwiCorp. 


> Merrill Lynch 




Sabject: Enron Corp. \ * j/ 

Jeff. McMahan. EVP and Treasurer of Enron Corp. has asked ML to purchase S7MM of equity in a 
special purpose vehicle that will allow Enron Corp. to bode SIOMM of earnings. The tr?psact io D rr^^t 
' close by 12/3 1/99. Enron is viewing tins transaedbn as a bridge to pemanent equity and they believe our 
bold will be for less than six months. The investment would have a 2XS% retain. 

The Tronsactiom . 

Enron will have 3 barge mounted power plants in service by Febroary 2000 In Nigeria. The fim 3 years 
of cash flow is S39 nuUion. Enron wants to monetize dtt first 3 years of cash flow for S2SMM. They 
will do this by establishing a special purpose vehicle. The special purpose vehicle will be capitalized by 
our S7MM investment and a S21MM loan from Enron ^p. Enron has a total investment of S46 MM in 
the project. Enron is in active negotiations with several equity investors, including Marubeni. However, 

they are not ^le to close the transaction with a long-term hol^ by year-end. 

ML Rational for pursuing this transaction: 

Enron ts a top client tQ.MerriH Lyndi. Enron views die ability to participate in transactums as a 

way to differentiate ML from the pack and add significant value.’ I convicted several financings like this 
at CSFB and they all woriced to eSPB's advantage. Iscron^y recommend we complete this tnmsaciion. 

. ■ 

O-P 

. IN ' [ "'~;“ 

ic •Vis oie- 

a 


— -O^ J 
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Nigeria Barge Project SeB Down 
Transaction and Shareholder Stmctnre 

17 December 1999 

The following transaction structure has been developed to allow the Purchaser to purchase 90% of the 
projected after-tax cash . a o w-in be i>ri i erated over three HI years by the 90 MB miseik^arge Project (the 
“Barge Projea") while 1) funding the purchase price with 25% equity and 75% seller financed debt, 2) 
basing the purchase price on the net present value of such cash Sow and providing a projected yield to 
purchaser of approximately 25% on invested equity and 3)'aIlowing Enron to book a gain based on the sale 
of such cash flows. 

Following extensive review and discussion with Enron accounting staff and outside auditois, the following 
structure has been developed and approved to ensure the desired accounting treatmeut for the transaction. ' 
Whereas the structore is more complex than desired and originaUy envisaged, it is necessary to meet ail of 
■ the objectives for the transaction. 

A Few Definitions ' ' ■ 

Cash Flow: The operating distributable cash How generated by the Barge Project from ail revenues less all 
expenditures including but not limited to operadng and administrative costs, fuel, all taxes and debt service; 
and as flather delineated in the Financial Model. 

Cumulative Cash Flow: The aggregate monthly cumulative Cash Flow commencing on the commercial 
operations of the Barge Project and ending on the Trigger Date (as defined below). 

Early Uquidation: The teiminadon of the Power Purchase Agreement or the otherwise winding up of Enron 
Nigeria Barge Ltd. prior to the Trigger Date. 

Liquidation Proceeds: The cash proceeds from the Eariy Liquidation of the Barge Project exciuding 
proceeds (if any) from the sale or disposition of the barges. 

Trigger Cash Flow: The projected Cash Flow (approximately S44.1 million) to be generated by the Barge 
Project during its first 3 years of operations. 

Trigger Date: The date upon wluch the Cumulative Cash Flow equals the Trigger Cash Flow. 

Transaction Structure 

Purchaser Equity Contriburion $ 7.00 Miliion 

Acquisition Loan (from Enron to Purchaser) 21.00 MBliou 

Total Purchase Price 528.00 Mniion 

Basis: 25% Interaal Rare of Return on invested equity for Purchaser. 

Acquisition Loan Terms: 12% Interest Rate, 24 Month Term, Amortization to be Agreed 
Loan secured by Purchaser's interest in the Barge Preject 

Shareholder Structure 

There will be three classes of stock, two preferted and one common. The Purchaser will purchase the 
Preferred A Shares and the Common Shims. Enron will own the Preferred B shares, The summary below 
indicates the economic interests before and after the Trigger Date. In each case, the table indicates the CasK-. 
Flow rights of each shareholder class after the previous dass shareholder has received their percentage share 
of the Cash How. 
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Economic Interest fPercent of Cash Flow CXIP')) 


Prcteed A (Purchaser) 
Preferred B (Enron) 


Pro Trigger Date 

Oa^ofCF 

9.9% of CF After Pref A 


Common Stock (Purchaser) 100.00% of CF After Pref A & B 


Post Trig^r Data 
0.i%QfCF 

99.0% of CF After Pref A 
100.00% of CF After Pref A & B 


Before the Trigger Date, the Purchaser is expected to receive approximately 90% the Cash Flow via the 
Common Stock and a small percentage from the Prefccred A ASar die Trigger Date, the Enron Preferred B 
Shaics reedve t^proximately 99.0% of the Cash Flow and after distribution to ttses Preferroi A and Preferred 
B , tlte Common reedves clui residual distribution of the Cash Flow. 

Fariv liouidation 

In the event of an Early liquidation, the Purchaser shall receive via the Preferred A Shares an amoirot 
stipul^ed in an appendix to be attached to the Share Purchase Agreement. Generally, the Early liquidation 
proceeds payable to Purchaser Wa the Preferred A Shares and included in the appendx shall be dtsdgned to 
ensure the Purchaser a 25% internal rate of return on inwsted equity. Upon an Early liquidation. The 
Preferred B Shares sltell then receive 99.0% of the remaining Liquidation Proceeds after die Equidation 
payment to the Preferred A shares and all Phase 1 Facilities (as defined in the Power Purchase Agreement). 
The Comemn .diares shall receive 100.00% of the remaining liquidation Proceeds after the payments to the 
Preferred A and Preferred B Shares. 

Return ConsideratiQGS 

If the Cumularive Cash Flow equals the Trigger Cash How at the end of 3 years of operations, the return to 
.the Purchaser would be approximately 25%. 

If the Cumulative Cash How equals the Trigger Cash How before the end of 3 years, then the return to the 
Purchaser would exceed 25%. If the Trigger GashFIow level is reached after the end of 3 years, the 
Purchaser’s return may be below 25 %. It is intended for tee Purchaser to take this risk and upside 
opportunity. 

If there is an early liquidation, and there are sufficient liquidation proceeds (which the letter of credit shall 
ensure) the Uquid^on payment schedule is designed to ensure the Purchaser an approximate 25% return on 
invested equity. 

Voting Rights 

Each share class shall have the following number of shareholder voces and shall also appoint the same 
number of directors to tlte Board of Directors. This stiuctureis necessary to ensure co^orxnity to Nigerian 
law. 


Share Qass 
Preferred A' 
Preferred B 
Common 


Vo^ Directors 
2 i 

8 8 

I 1 
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1.4 Barge Project Economic Scmmatj 
roCT .<!iimm3iv (TISSOOCT 


Power Barges _ S25,000 

Barge Upgrades and Onshore Cost 15.800 
Total EPC 40,800 

Mobilizadon 1,014 

■ . Development Costs i300 

Woridng Capital and Spares 2,119 

Comingeacy 181 

Total Costs S4S.614 


Proieetion of 90% of Net Cash Row fUSSOOQl 

Year 2000 Year 2001 Year 2002 Year 2003 Total 

59,213 513,362 513,706 53.410 539,691 

The 545.6 million project costs are to be paid by Enron. The net cash flow projected over the three 
year Phase I project life is 544. 1 million, and 90% of the three year cash flow is 539.7 million. 


It is Ote intention of Enron to provide to the Investor monthly distribixtions of net cash flow, and to 
have an Enron affiliate provide up to 75% of seller financed debt. The propos ed deb t period is three 
years vrith an interest rate of 12% per year. ^ 
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From: OiMassimo, \flncant J. (Corp Cradit • NY) 

Sent: Tuesday. January 22, 2002 S:40 PM 

To: Cox, Kevin (Corporale Risk Management) 

Subject; AMERfCAS CREDIT FLASH REPORT- Weak ending 12/3, 'S9 


Rasn_l2_23_ 

99.00C 



A/rc n^i «:a 
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Slow week in advance of holidays and Y2K countdown. 

Most unusual transaction of the week was IBK request to approve Enron Corporation 
•relationship' toan - ML asked to invest of S7nim equity in Nigerian power project 

REDACTED BY 


PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 



none 



2. Significant Credit Events of the Week 
Enron Corporation (ML-6) 

• Requested by Enron Corporation to make a S7mm equity investment in an Enron sponsored 
Nigenan power project TTie project consists of three barge-mounted power plants Enron will 
place into service in Nigeria in February 2000. Enron had been speaking with another 
investor that apparently could not dose on the deal pnor to year-end. The transaction will 
allow Enron to move assets off-balance sheet and book future cash flows currently as 1999 
earnings (approximately S12mra). The proposal went to DMCC and has been signed off on 
by Tom Davis. IBK was supportive based on Enron relationship (approx. S40mm in annual 
revenues) and assurances from Enron management that we will be taken out of our $7mm 
investment within the next 3-6 months. Enron itself will have S45mm invested in the project 
(T. Trinkel/P. Wood) . . , • 
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4. New Product Commentar 


None 


5. Other Initiatives 
None 
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Decsnaarj. !999 


Mr. JrffMcMahon • 

Exeeurive Vice Presides: jnd Treasurer 
Enron Corp. 

HOO Stash Street 
Houston. TX 7700:-T369 

Dear Mr McKlahon: 

Merrill Lynch. Pierce. Fenner i Smith Incorporated ("Merrill Lynch") is pleased to act as 
exclusive advisor to Ertron Corp. (“Enron") for the sale of equity in Enron Nigeria Barge Ltd 
(“ENB"). representing the rtghts to certain cash flows generated vta the sale of eieetricity to 
Lagos State Govemineat under a power purchase agreement (together with the Equity 
Invesanent. as denned below, the "Transaaion") Lagos State Govetnpem's obligations under 
the power purriiase agreement will be guaranteed by die Federal Republic of Nigeria 

••Vs Enron's advisor. .Merrill Lynch will (ij form a L'.S special purpose entity (the "SPE"), 
and fii) fund the purchase by the SPE of a non-controning S2S million equity interest in ENB. Sll 
million of which the SPE will borrow from Enron or an affiliate on a non-recourse basis (the 
"Equity Investment"). The SPE will receive a yield of approximately 1 5 OOl i per annum on S7 
mHiion of its equity investment. The SPE or its equity interest in EN3 will be subsequently sold 
to third patty equity investors or purchased by Enron or an affiliate. The closing of the Equity 
Investment will be. subject to documentanon acceptable to the parties, and the Transaction 
complying with all applicable laws and regulanons 

1, Fees* and Expenses 

As compensation for MemU Lynch assisting in the structuring of the Transaction, as 
advisor. Enron will pay to Merrill Lynch an advisory feeithe "Advisory Fee") equal to 5250,000. 
Payment of the .Advisory Fee will occur upon closing of the Equity Investment. 

Enron shall be responsible for all costs and expenses incurred in structuring, placing and 
closing the Transaction. Enron shall be obligated to pay all costs and expenses of the Transacrion 
regardless of whether the Transacrion is acniaHy consummated. Such costs and expenses shall 
indude, but not be fimhed to, reasotuble legal fees and disbursements of counsel to the SPE and 
Merrill Lynch, as wefl as the cost of establishing the SPE, its ongoing fees and expenses, filing and 
reeoriflng fees and reasonable out-of-pocket expenses of Metill Lynch. 
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Dccs^bcrlj. 

. ■ Page } af- 

4. Notice. Defense and Scttlemtnl 

An IhdemniSoi Patty shall aouiy Enron in wrinnf jnttmsdy aiia- h receives nonce of any 
daira or the comniencemM of any action or proceeding with respect to which i: may seek 
indemnificaiian hereunder; provided, however, that Smtire to nodiy Enron shall no; relieve Hr-'or. 
from any liability that it may have to such Indemnified Party except to the extent Enron is 
materially prejudiced by such failure Enron win assume the defense of such acnoa or prcceedmc 
and will employ counsd satisnaoty to the Indettmified Fames and win pay the fees and excenses 
of such counsd. Notwithstanding the preceding sentence, an Indemnified Party wUl be entitiec to 
employ counsel separate from counsd for Enmn and from any other party in such action if suen 
Indemnified Party determmes that a conflict of interest easts which makes representation by 
counsd diosen by Enron not advisable or if such IndemmSed Paity reasonably detemsnes diat 
Enron's assumpdon of die defense does not adequately represent iu. interest In such event me 
fees and disbursement of such separate counsd will be paid by Enron. 

Enron win not without Vfertill Lynch's prior written consent setde. compromise or 
consent to the entiy of any judg!ne,nt in any pending or threatened claim, action or proceeduig in 
respea of which indemnincadon could be sought under the indemnification provision of t'nis 
Agixement (whether or not MemiU Lynch or any other Indemnified Party is an actual or potential 
pany to such claim, acdon or proceeding), unless such scttIc.T.ent compromise or consent 
includes an uncondidonal release of each Indemnified Parry from all lia’oiiity arising out of such 
claim, acdon or proceeding. • 

In the evem .Merrill Lynch or any Indemnified Party is requested or required to appear as a 
wimess in any action brought by or on behalf of or against E.von or any ainilate or any participant 
in a transacdon covered herdiy in whidi Merrill Lynch or such Indemnified Party is not na-med as 
a defendant. Enron will reimburse Merrill Lynch for all expenses incurred by it in connecaon with 
such Indemnified Party's appearing and preparing to appear as a witness, including, wrihout 
limitation the fees and disbursements of its legal counsel and to C3mpe.nsate .Merriil Lynch m an 
amoum to be mutually agreed upoa 

5. Survival of Certain Provisions 

The representations, warranties, indemnities, and ag.'eemems of Enron and its officers or 
represemauves shall remain in full force and efrec regardless of any investigation made by or on 
be'nalf of Enron or Metriil Lynch or any affiliates, and shall survive the consummauon of the 
Transacdon 

d. .Amendments: Survival ofProvisions 

No waiver, amendment or other modification of this Agreement shall be effeenve unless in 
writing and signed by each party to be bound. The provisions relating to expenses, 
indemmScadon, fimitadons on the liability of indemnified Parties, comribution, settlements, choice 
of law and waiver of the right to trial by juiy will survive any terminarion of this letter agreemem. 
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Deesaber ;3. !90« 
Page 4 of 4 

7. Partio 

, This Azresment shall inure to the heaeat of and be bmdiaE on Hnron. Meaii! Lynch and 
thrir respective successors. Enron has r«ained Merrill Lynch to act as an independent contractor, 
and any duties of Merrill Lynch arising out of its engaaeaient shall be owed solely to Sron Tats 
Agreement does not confer any rights upon any person other than Enron, includine. bus no: 

Etnited to, any security holder, employee, or creditor of Enron. This .4greemeat uicorporates she 
entire understanding of the parries wtthrespea to dm engagement of Merrill Lynch by Enron, 
and supersedes all previous agreements regarding stidi engagement, should they eirist. 

s. novgfTim g r.aw 

THIS AGREMENT SHALL BE GOVERNED BY .AND CONSTRL’ED IS 
ACCORDANCE WnH THE LAWS OF THE STATE OF SEW YORK; 

9 . Consent to Jurisdiction and Waiver of Jurv Trial ' 

Enron hereby: (i) consents to personal jurisdiction and service and-Yenue in any coun in 
which a claim sidgect to this Agreement is brought against Merrill Lynch or any other Indemnified 
Party, and (ii) waives all right to trial by jury in any action, proceeding or counterclaim (whether 
based upon contract, tort or otherwise) related to or arising out of the engi^ement of Me.-ri!l 
Lynch pursuant to, dr the pe.'fomance by Merrill Lynch of the services contemplated by, this 
Agreement. ’ ' . 

Please conritm that the foregoing correcdysets fonh our agreement by signing and 
returning to Merrill Lynch the enclosed dupUcate copy of this .Agreement. 

MERRILL Lb’NCH. PIERCE FENNER i SMITH 

INCORPOR.ATED 

Bv 

Title- 


Asreed.and .Accented as of the date wtinen above: 
ENRON CORP' 

Bv t 

Title: ■ 

fi'. 
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2CC 2f « 


1 Merrill Lynch 


Ms:^ LytsH. u ^ ^ ms* of «t«hiah.Tg ths 5?£. izi ecsss:: iss er.d exps^s. £11: 

rescfiias te reaicraMe ow-ef-padeti cxpe^u af Mfir.-ii: lyr.:a. 

2, lnAtmnif\cttxon. Contribqtfon «ftd Ltfntt en LiihOirr 

S^*cs vr2l tnd boU htrsuast McrZ Ly'arh tai hs iSHatss. tzi it: tat 

. ±ar f«pc«3ve rfbacton. eSao^ crspicyitt, t^ssit tzi casraCss pencsj (Mentll lywi. eta 
each sush peraea Wns M IsdcarJSai ^zny*} fras: aai tstins: say sr.d xH taxxes. ff . rars . 
ivaa^es *sd Usbahax, jaas or Mvcii u iast^d, to v^isb Ciss lade=ri£ei ?sn>* =aj be aa:a 
subject uaisf ai^ sppUesble tJsUed Staus federal or state cr aca-ZT.S. law or ctne^iia. aai 
relied to or ansuig out of the csMcsters of MerX pursuaa: to, aad the perferm^-. s by 

Merrin Lyn^ efthe Serviees e^ eaatesplatedby^ this Apreestea; pravtiei, bsNvever. tbs: I rar. 
wS net be BaUe under eUtue C2) hereof to the extea: that any lass, elains, daatage erliabH.*?; is 
{eusd iz a 5sai- judgateet by a es’jzi to hive resulteo trziz Msnti: I.}neh t bad faith or grau 
aes^pesee m petfenshts the Ser/iees desanhed theve. Eeraa u>ni also rsirrdsunse any 
Xndesasaed ?arry for ail oqpensct (tacht^as esuaael fees asd expeuos) as thi^ trt iscurred'la 
canAcauca wsdt the invesugstion e£ preparasoa for ot defease ef izy pesdiag ar drer.er.ed 
eiaca or lay ssdos or proaeediag sristng thereSoaL vr^.e:hef er pa: such Iadesv£<d Pt.'ty is a 
party sad whether or aet such eisis,' sasoo er pru^ini is iahutse or brought by cr so behalf 
ofSaroa. No lademaiSed Par^ shall have lqt SshSity (whether £rec: or tndn’ea:, m esetrsat a* 
ten cr otl»r*ftse) to £aroa or hs securi^ halden ar erediters re.ated ts er anrutg out of the 
cseaumnen: ofMeniQ Lynch purruss: to, cr the pe:f8nnir.ae by Msnitl Lys£i cf the Services 
canten^leted by, this Agresnsu exeep: to the extea; tha; ssy lass, dazisge or UibHity is 
found in a nnal Judgnteat by a saun to have resulted ^ant Merrll: Lynch’s bad fdth er grass 


IT she £ndaantlSea£oe provided fa: la this Agreenvsat is far any reuen held useadoreeeble, 
Sruun win eanribuie te the losses, el%a& ivasges ssd hshiliiits, as tneurrad, far which rueh 
ir^dsrssiSas&cn it held uaenfcmeahle ta such praporuon as U appmpnate to redes tbe relative 
beaedts to Saroa, ea the oae head, ssd Me.TtU Lysah, aa the eths hand, of the Tnasasioa 
(whshsr or notthe Trsssacdor4U coesussnated), provided, hsweysr. that no pssan fuSty ef 
teduleat tnbrepresenutioQ (whhin the searieg ef Socriaa U (f) ofthe Seeuniis Act ef 1 933) 
shaJl be endtled to eeasribudan fren »y pssaa who uu eat guilty ef susb &ouduleat 
ssssreprsestanen. For the puipeses ef this paiagrcph, tlw relative bs^ts to £nrc8 and MetriU 
Lyn^ ef the Trusaedoa ahaH be deesad to be ia the »<ne propamoc that the total value of 
e^uhysaSKB placed or eecten^leed to be pUeeA bears to the Adv.sory Fee paid or 
eenteasplued to be paid; providcil however, that, to the extent perrtined by appUeahle law, ia so 
eves; the ladesudSed Parues be required to eonsrlhute an agsregate sniaust in excess of the 

aegregate Advisory Fee aansaSy paid to Merrill Lyaeh uueer uiis Agrtenterh. 

Ketlee. IPgfCTie end Settlemawt 

An lftdeRsni£td?any shall aodiy Snrea ui wytusp praatptiy after h receives notice efaay 
dairr. er the eoeunsnaetr.eas of any aexion er proecsdir.g w;st respect to which it stay sees 


PSS S9 1999 asm 
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>MeniIll.ynch 


bereisir; pro^dsi, hswevt. ±sx fiHurs tc sstii^* Esrsa zhsill no: rcSeve 32r|r. 
from isy l^t it »ay !»’« t» Kci InsrcsriSed Firry sxscpi to &e esus: Smn ii 

nuiciiSypr^^sedby ri:chfsi>*sn^ £=rcn^»\Sisn:s3sthseefssecfsuch«o:iasorproc& 
ui erepiey csukmI iiA£Uits:y ta the Isdegna^ec Firnes end win piy *±e fees and es^en^ 
ofsuchcs'JSseL ^cDi^^ussr^'Jhepressdisgisntucc, misdeemed Fzny\%ii;h^|^Jed to 
esploy GCUQsel lepirue iren eousiel fsr Ermf. lad my ather pirty a naeh Msxi,Si£ sven 

IndcssEed Fir? deteshi&s the: x eor^ic of istsme esrj vi^h su^si reprs&er^usr hy ■ 
ehaicn ly Enron net id^sibiecr if sush Saseagaaed F».*:y geiiana^ly darsrranei the; 
Eartsa'i of the csfenit daei net ue^jxtely rspresent iu tata'cs: In r^rh event, the 

fees mi dubu?>«n;eu ef rush ispxrzee eounsel win ae paid by Esran. 

Earaa vbdll sat, rndtheutMernU Lynch i psar>7ir»n csntsn:. lenlc. essprsnuMs er 
eemera to thn entry eftpy ^ ?«edlas er thrutesed elilnw eeuen or praeessiss ^ 
reipest of whitii indemniScinsn eatdd he causht under the isdertni^sxttsn prevtiien cf tins 
Aj^ressxent (v^et^ or nat Men!! Lynch er lay other Znce.'nraEed ?irty u u leaial or pettruiil 
p&rty to rjsh eliisu xsdon er proceedias). csteii eueh tetiiesciU. eespronute er eoaeent | 
bshjdsi IS uasandinoml r&Isnse of exeh !r.desrifled y&rt> ^an; i!! liibdhy xrUtns cut cf such 
clisn. xeden or prescediag. | 

2s the cvttc IwtoRtl! L>^eh or any L*.Acrg&£&d Firty if re?jeited or reqtarod CO xppaxr u 1 - 
wiseis In tsy xation hrou;h: by or on hehijf of er igiiat: Earah or any iSIitt or xay pirnctpiax 
is X O'lnixsnan esrrtfod s: whish MetdE Lynch or such lsdesuu2ed Fir? li na: mated! u 

1 defendish Enron uiH reirhtrsc MarnI! Lynch for al! ecpecset incurred it to aar^neecien 'epth 
such IsdesriEcd Fsr?s ipprihas lad pr^xnng ta ippeir u i witness, iasludhg. vrichaut 
LTutincn the fees and.diiburtc.Tienu cf :u legn! ccunstl. ind ta cempensate Mi^ril Lynch ia ah 
accaunttob«iRunti!Iy.agreedupas. - - . 

4. StfTvival af Cerram Frovtsieoi ’ 

Tha reprefcostationi, wtmnsei. indecshiM. and xgrsmtsau ofEnran xnd hi e£c<rt ^ 
rcpresesadvtf ihih renulo a d:U ferci ssd e£sa rsgirdlrss of my inveiusirisa axde by er op 
behiif of Earca Of Merrill Lynch er xay idShxin. md shiH survive the caasuaradoa of the 
Trtaiiedoa. 


S€d 2$ 19^ ts-3t 


212 0X9 9215 PPSE.U 
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’Merrill Lynch 


Amendmencr ^g'vhfi! gf?r?vjitigi 


( 


Ke vuva. aiaaisas; cr eisr =:===£iiisr. A*r:r.T.sr. s-Vi:; is s=csriv6S;rJsji :: 

■vwjtiBgiaiiajneiiyeisbptnytsbebssK.Tia^s'iESSjrs'ai.-.jtic^ssssi. j 

:ndsmni£eKipa,HaBt«assoashaU»b2j!yafIad6s=:5*d?er:!es. ccaaihaaos, jstiisinsajt. chsisi 

efUw tEd a-jiYsr af aw asir 3 ai>; byjsry vk-Z rjmive tay •.ear.saisar. cf tiis itus: jsv=s=- 
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Tlie infoimation contained in this Preliminaty infounation Memorandum (this "Information 
Memorandum") is being furnished by Enron Nigeria Barge Holdings Ltd., a Cayman Tdanrt. company 
("Enron"), to a limited number of selected persons who have expressed interest in acquiring 
led^able preference shares (the “Shares") of Enrm Nigeria Barge Ltd. (the 'rompany") entitled, 
subject to the terms of the Share Purehase Agreement (as hereinafter defined), to a distribution of 90% 
of the Cash Flows of the Oanpany, a private, limited liability company incoiporated under the laws of 
the Federal Republic of Nigeria and a wholly owned subsidiaiy of Enron. 

The sole purpose of this Infonnadon Memorandum is to provide preliminary background 
infonriatian on a confidential basis to assist the recipient in deciding whether to proceed with an 
investment in the Company and the Shares. This Inforination Memorandum is not an offer, nor is it 
intended to provide the basis of any credit or any other evaluation and is not to be considered as a 
recommendation by the Ckimpany or any other penon that any recipient of this Information 
Mernorandum should purchase the Shares or provide loans or other credit to the Company or any of its 
affiliates. Each recipient of this Informadoa Memorandum contemplating purchasing shares of, or 
otherwise investing in, the Company must make (and will be deemed to have made) its own 
independent investigation and appraisal of the operations, financial condition, prospects, 
ereditworthines.s, s^ and affairs of the Company, the Project and any other matter it considers’ 
relevant to a decision to purchase the Shares, or to provide loans or other credit to the Company, 
including, without limitation, its own independent investigation and appraisal of the risks. 

This Infoimation Memorandum is directed at persons whose ordinary activities involve them, 
as principal or as agent, in acquiring, holding, managing or disposing of investments of this nature. It 
would be imprudent for odier persons to respond to this formation Memorandum. 

No representauon or warranty (express or impHed) regarding the accuracy or completeness of 
^ infoimation contained in this Information Memorandum is hereby made by the Company or any of 
its shMeholdcrs or its or their affiliates or advisors. The only representations or warranties that will be 
made in connection with the proposed financing will be such representations and warrantie.s, if any, set 
forth in the definitive, written Share Purchase Agreement for the sale and purchase of the Shares. 

The information contained in this Infoimation Memorandum, except where the context 
expressly states otherwise, has been based on the assumption that the Project is implemented a_s 
described herein. Any financial projections in this Information Memorandum are estimates prepared 
and set out for illustrative purposes only, have been prepared using data available to dale and do not 
constitute a foreept. Such financial projections may be affected by changes in economic and other 
j- “y. the recipient of this Infoimauor. Memorandum places upon 
suer, projections is a matrer ror us own commercial judgment No represemadon or warranty 
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(expressed or implied) is made about, the accuracy or completeness of any of the inf oimaiion contained 
in this Information Memorandum or any other written or oral information, including, without 
limitation, any projection, forecast, opinion, infonnalion, advice, assumption or estimate. 
THEREFORE, NOTHING CONTAINED IN THIS INFORMATION MEMORANDUM IS, OR 
SHOULD BE RELIED ON BY ANY INTERESTED PERSON OR RECEPIENT AS, A 
REPRESENTATION AS TO TfflE FUTURE PERFORMANCE OF THE COMPANT, ANT OF 
ITS RESPECTIVE AFFHAITES, THE PROJECT OR THE SHARES, OR AS A 
REPRESENTATION THAT ANY PROJECTION, FORECAST, ASSUMPTION OR 
ESTIMATE WILL BE ACHIEVED, RECIPIENT AND ITS RESPECTTVE 
REPRESENTATIVES EACH HEREBY AGREES THAT BY ACCEPTING THIS 
INFORMATION MEMORANDUM NEITHER THE COMPANY, ITS RESPECTTVE 
AFFILIATES, NOR ANY OF THEHI REPRESENTATIVES SHALL HAVE ANY UABUJTY 
TO RECEPIENT OR ANY OF ITS REPRESENTATIVES RESULTING FROM THE USE OF 
ANY SUCH INFORMATION BY RECIPIENT OR ITS REPRESENTATIVES AND NO 
PERSON WILL HAVE ANY LIABILITY RELATING TO SUCH INFORMATION OR FOR 
AN’Y ERRORS THEREIN OR OMISSIONS THEREFROM NEITHER THE COMPANY, 
ITS RESPECTIVE AFFILIATES, NOR ANY OF THEIR REPRESENTATIVES MAKE ANY 
REPRESENTATION OR WARRANTY ABOUT THE TAX EFFECT OR THE LEGAL 
EFFECT OF ANY ARRANGEMENT DESCRIBED IN THIS INFORMATION 
MEMORANDUM OR ANY OTHER INFORMATION GIVEN TO ANY INTERESTED 
PERSONS OR RECIPIENTS, EXCEPT FOR PARTICULAR REPRESENTATIONS AND 
warranties, IF ANY, WHICH MAY BE MADE BY THE SELLER IN THE SHARE 
PURCHASE AGREEMENT WHEN, AS AND IF EXECUTED, AND SUBJECT TO THE 
LBHTATTONS AND RESTRICTIONS SPEOFTED IN THE SHARE PURCHASE 
AGREEMENT. EACH INTERESTED PERSON SHOULD CONDUCT ITS OWN 
INDEPENDENT INVESTIGATION AND ANALYSIS OF THE COMPANY AND THE 
SHARES AND THE INFORMATION SET FORTH IN THIS INFORMATION 
MEMORA.NDUM OR OTHERWISE SUPPLIED BY ENRON, THE COMPANY OR ANY OF 
THEIR REPRESENTATIVES AND AFFILIATES. Aa used above, “representatives” shall 
include, without limiraiion, such person's employees, agents and attorneys, accountants, financial 
advisors, potential financing sources, or any em^oyees, agents and attorneys of the foregoing. 

Certain documents and agreements ate described herein in summary form and, in the case of 
agreements or amendments to agreements not yet executed, are described ba.sed on drafts of such 
agreements or arncndments as proposed by the Company. Tbe summaries do not puipon to be 
complete descriptions of such documents and agreements. They are intended only to attsisl in a 
reading of such documents and agreements, are qualified in their entirety by reference to the actual 
documents and agreements and should not be relied on as a basis for contracting. With respect to the 
discussions herein concerning the development, financing, construction and operation of the Project, 
the Company has not yet finalized (or in certain cases commenced) negotiation of ihe documents and 
agreements that will be required in connection therewith; consequently, said discussions merely reflect 
the Company’s assumptions and current expectations concerning the manner in which the Project will 
be developed, financed, constructed and operated and should in no event be viewed as either (i) a final, 
complete or accurate description as to how such matters will ultimately be resolved or (ii) a 
representation or warranty (expressed or impUed).ftom the Company that such matters will be resolved 
as discussed herein. 

This hfonnation Memorandum contains descriptions and other information believed to be 
accuraie as of the date hereof. The delivery of diis Information Memorandum ai any time does n.'.t 
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imply that the infoimation in it is correa as of any time after the date set out on the cover hereof, or 
that there has been no change in the operations, financial condition, prospects, creditworthiness, status 
or affairs of the Conqtany or the Project, or of any other penon since that date. 

The information contained herein is proprietary to the Company and its shareholders. By 
accepting delivety of this Infotmation Memorandum and any othK infoimation concurrently or 
separately submitted in eonjimction herewith, the recipient agtees not to permit its duplication, 
dissemination or disclosure, in whole of in pan, and, if the recipient is not interested in purchasing the 

Shares or any portion thereof; the recipient agtees to renim the same to the Company. 

Unless prior written eonsent has been obtained firom the Company or unless disclosure of 
specific infoimation is required by law, the recipient agrees not to divulge to any person any 
information about the Project, the Company or its shareholders or affliates, or the faa that such 
information has been made available to the recipient In no event shall the recipient divulge any such 
information without giving the Con^iany advance notice and an opportunity to take any action the 
Company deems reasonable under the circumstanees. 


Additional information about the contents of this Memorandum may be obtained firom the 
following persons: 


Enron AP/A/CHI 
40 Grosvenor Place 
London, England SWIX TEN 
Atm: Fred Lawrence 
Telephone: 444 20 7783 6770 
Facsimle: 444 20 7783 8438 

Enron Nigeria Power Holding Ltd. 
333 Qay Street Suite 1800 
Houston, Texas 77002 
Attn: Keith Sparks 
Telephone: 713 646 7209 
Facsimile: 713 646 7433 
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Abbreviations 

EE&CC - Enron Eagmeering & Construction Company 
ENBL - , Enron Nigeria Barge Ltd. or “the Company” 

ENPH - Enron Nigeria Power Holdings Ltd. 

EPC - Engineering, Procurement and Construction 

FSA - Fuel Supply Agree men t 

IPP • bidependent Power Producer 

LSG- Lagos State Government of Nigeria 

NEPA - Nigeria Elecnic Power Authority 

O&H - Operation and Management 

PPA - Power Purchase Agreement 

TDA - Transmission and Distribution Agreement 

YFP- yjF.Power 
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1. EXECUTIVE SUMMARY 


1.1 Introductioii 

Enron, its afSliates and YJ.Power ("YEP"), an alSliate of Yinka Folawiyo and Sons Ltd, (“Yinka 
Foiawiyo”) have neatly completed development of a 3 x 30 MW emergency power barge mounted gas 
tuibine electric power fotility (the "Barges”) to be located in IJara, Lagos, Nigeria and are developing a 
S4gMW long tenn power generation facility, both with electrical capacity and energy sales to the 
National Electric Power Authority (“NEPA") as directed by the Lagos State Government of Nigeria 
C'LSG”). Enron afSIiaie, Enron Nigeria Power Holdings Ltd. (“ENPH”) is expected to enter into a 
Power Purchase Agreement (the “PPA”) with NEPA as purch^er, the Federal Republic of Nigeria 
(“FRN”) as guarantor and NEPA as transmission and distribution provider to provide a combination of 
emergency and long term electrical energy imd capacity. In turn. LSG is expected to have first right to 
direct the transmission and distribution of the power sold under the PPA. 

Under the PPA, Phase I covers the diirteen (13) year three (3) month operating period for the Barges 
and Phase II covers a 20 year operating period for the S4g MW gas fired power plant (dte “Power 
Plant”) Phase Hi covers the thirteen (13) year three (3) month operating period for 180MW of 
additional barge mounted power generation. 

Phase L Phase H and Phase III of the Project are being developed by Enron affiliates and YFP., an 
affiliate of Yinka Folawiyo, a Nigerian bolding company with interests in shipping, cement, 
constraetion, agriculture, fishing, energy and banking." During Phase I of the Project, Yinka Folawiyo 
is to receive an annual fee for their participation and during Phase E, an equity ownership position. 

Enron desires to sell Shares in the Coztqiany entitled to distribution of 90% of the net cash flow 
expected to be generated by the Company over the initial three years of operations of the Barges in the 
form of preferred and common shares. Enron currently bolds 100% of the preferred and common 
shares of the Company. Finally, an affiliate of Enron is available to provide up to 73% of the purchase 
price with seller financed debt. 

Figure No.l shows the contractual structure for the Project and the relationship of the various Enron 
entities involved in the Project as of the date of sigmng the PPA. Figure No. 2 shows the Preferred 
Share Structure. 
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Figure No. I 


Nigerian Power Barge, Power Plant 
& Additional Power Ownership Structure 
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Figure No. 2 


Preferred Share Stnicture 
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1 J Project Description 

12.1 Phase I -The Barges 

Under the PPA. ENPH will provide power for thirteen (13) years three (3) months from commercia] 
operations of the Barges. The Barges shall be initially fired on No. 2 Diesel Fuel with an expectation 
to convert them to gas within 15 months of the commercial operations date. First power is expected by 
the end of February 2000. The pricing for Phase I under the PPA is based on the following: 

• 13 years 3 months of edacity and energy with payment in US$ 

- Capacity Payment of S20.04 per KW-Month (^iprox. S0.029/kWh) 

. Fuel Cost will be a pass-through (approx. S0.0560cWh on No.2 Diesel Fuel), substantially less 
on gas. 

LSG will provide to Enron a Standby Letter of Credit (“Standby L/C) in the amount of 
USS31.0CX),0CI0. The Standby UC is expeeted to be issued by Citibank London. LSG will also 
establish for Enron an Escrow Account for the term of the project, whereby electricity sales proceeds 
from a select group of commercial and industrial customers shall be collected and held to ensure 
payment to ENPH under the terms of die PPA. 

ENPH is indirectly ICXWt owned by Eriron Cotp., a Delaware corporation. Affiliates of Enron have 
provided procurement and technical services during the construction of the Barges and will provide 
technical assistance and operarion services for the Barges. A consortium of three local diesel fuel oil 
suppliers have been contracted to supply the 690 metric tons of fuel per day required by the three 
Barges. Arrangements to secure gas from existing and planned production is underway. 

1 Jl J1 Phase II - The Power Plant 

In addition to the Power Barges, ENPH may provide long term electrical energy and capacity to LSG 
over a 20 year period. Under the PPA, ENPH expects to fmance, build, own. operate and maintain a 
Power Plant, to be located near Agbara, Lagos State, Nigeria - near the Benin border. The Power Plant 
is to be owned by Enron Nigeria Power Ltd. which is expected to be 60% owned by Enron Nigeria IPP 
Holdings Ltd. and 40% by YFP. 

In respect of the Power Plant, LS<3 and the FRN are to provide Enron Nigeria IPP Holdings Ltd. an 
additional Standby L/C in the amount of USS76, 000,000. as well as. rights to an Escrow Account for 
the term of the project. Fust power from the Power Plant is expected by the end of December 2002. 
The pricing for Phase II of the PPA is based on the following; 

• 20 years of ctqtacity and energy with payment in USS 

• Capacity Payment of $20.23 per KW-Month 

• Fud Cost is a pass-tiirough with per kwh price based on delivered gas cost 

Whereas the PPA also contemplates the construction of an offshore gas pipeline from the Delta Region 
of Nigeria to the Power Plant, ENPH is reviewing a number of alternatives including the u.se of the 
existing Escravos to Lagos Pipeline. 
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12J3 Phase m Emersency Power 

El addition to the Power Barges, ENPH shall have the option to provide at least 180MW of additional 
emergency power {“Additional Power”) under substantially the same terms as the Power Barge. Enron 
currently owns an additional 6 power barges of approximately 180 MW. Subject to further due 
dlBgence and completion of the terms related to the Additional Power, Enron expects to install such 
power barges as soon as practicable. The additional power barges may initially use distillate fuel. 
However, Enron expects to conven such barges to gas as soon as commercially reasonable. 

13 Project Status 

On August 13, 1999, an affiliate of ENPH signed a Memorandum of Understanding C'MOU”) with 
LSG in connection with the Barges and the Power Plant. Under the MOU, Enron was granted a 90 day 
exclusive negotiation period with LSG. and the PPA was required to be executed within 90 days of 
LSG issuing a notice to ship order CNTS”) for the Barges. 

LSG issued the NTS order on September 6, 1999 and committed to pay transportation charges in the 
event the PPA is not concluded within the 90 day period. The Barges arc presently in Lagos, Nigeria 
following delivery from Cebu, Philippines. 

With respect to the Power Plant, a site has been identified and rights to the site are provided under the 
PPA. The PPA also grants all permits and approvals for the Barges, the Power Plant and the Pipeline. 

Enron has identified a consortium of three local distributors for the fuel supply and is presently 
negotiating the Fuel Supply Agreement ("FSA’7 is nearly ready for execution. Discussions with 
potential gas suppliers is also underway 

Outstanding conditions for the projects include finalizing the Standby L/C. the Escrow Account, the 
FSA and environmental approvals. Additionally, the Power Plant requires securing of third party debt 
financing for at least 70% of the project. 
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1.4 Barge Project Economic Summary 



Power Barges $25,000 

Barge Upgrades and Onshore Cost 15 .800 
TotaiEPC 40,800 

Mobilization 1,014 

Development Costs 1,500 

Working Ci^ital and Spares 2,119 

Contingency 181 

Total Cosu S45.614 



Year 2000 Year 2001 Year 2002 Year 2003 Total 

$9^13 $13,362 $13,706 $3,410 $39,691 

The $45.6 million project costs are to be paid by Enron. The net cash flow projected over the three 
year Phase I project life is $44.1 million, and 90% of the three year cash flow is $39.7 million. 


It is the intention of Enron to provide to the Investor monthly distiibutions of net cash flow, and to 
have an Enron affiliate provide up to 75% of seller financed debt. The proposed debt period is three 
years with an interest rate of 1 2% per year. 
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2. Facilities Description 

2.1 TfaeBarges 

The project consists of &ree Power Barges with a combined nominal net output of appraximaiely 90 
MW and asrtain ancillary sj^ms and facilities located on-shore. The Power Baig:es axe moored in 
Lagos X^agoon in close proximity to the National Electric Power Authority’s (NEPA) 132/33/1 1 kV 
Ijora substation on Xddo Island in Lagos. 

Mitsui manufactured the Power Barges, whi^ are not self-propelled. Each Barge has one General 
El^tric (GE) PC653 1 gas rurtrine and an Ahlsinun ah: to air cooled generator installed on board for the 
geaenUion of electricity. Ccmtrol of the gas turbine generator is provided by a GE Mark 
Speedtronic control system located is an in-line control cab onboard the Barge. 

Approximately 30 MW of 50 Ifa power 9i lU kV is generated on each Barge by its gas turbme 
generator operating in open cycle on light distillate fuel. The output of each generator is stepped up to 
132 kV through its own 45 MVA transformer at which vohage is evacuated from the Barges, 
combined with the output of the other Barges, and delivered to NEPA’s Ijora substation. These 
Barges, which were originally designed fay GEC Afalstrom to generate 60 Hz power at 13,8 kV and 
step up to 69 kV or 138 kV, have been conveited to produce 50 Hz power at 1 U kV. 

Each Power Barge has an essentially self-contained power plant, ii addition to the gas turbine 
gen«ntor, control system and steprup.transfonner mentioned ^:>ove, t^er electrical equiptneni on each 
Barge includes a generate^' circuit breaker, a unit auxiliary transformer, switch gear and overhead 
connection to shore. Gas turbine suppon systems on board each Barge include: a standard type, three 
stage, non-self-cleaning inlet air BItration system, a diesel engine generator gas turbine starting 
(including black start) system, oil lubrication and cooling system, exhaust gas stack, fuel storage, 
treating, handling and forwarding equipment, an off-line water wash system, and CO 2 and sea water. 
Ere protection systems. 

Each Barge has 2.5 miBion liters of fuel oil storage capability (approximately 9.5 days supply at a 
90%-i00%-l00%-100% load factor) on board. The Power Barges are refueled by ft»l Barges thru 
operate in Lagos harbor. Since none was originally provi^d, each gas turbine has been modified with 
a water iiyectioa skid for NOx abatemesL 

Tlte raw water sioia^ and treatment facilities and the de-miheralited water storage and forwarding 
systems required for gas turbine water injection are located on-shore. Additional on-shore facilities 
inciude the electrical dead end smicmre from which the single circuit 132 kV transmission line to the 
Ijora substation runs, roads, parking facilities, fencing, lighting and buildings for maintenance, 
warohousing and ^Iministrative offices. 


46 meters 

22nttters 

4.4 meters 

3.5 nteitrs 
3.646 tens 
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Barge dimensions am as follows: 

• Length 

• Width 

• Depth 

• Dr^ (when loaded) 

• Gross Weight 
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These Power Barges are three of tiie nine that Enron recently acquired from NAPOCOR, an electric 
utility company in the Philippines. NAPOCOR employed the Barges in peaking service since about the 
1990 time frame. Since acquiring them, Enron has refurbished both Ac gas tutbines and the Barge 
hulls to addretis areas requiring attention as identified by the inspection that Enron conducted prior to 
the acquisition. 

The actual fired hours, equivalent operating hours, starts, and fired hours since last overhaul of each of 
these gas tutbines are as follows; 


Bai^ 

Number 

Actual 

ilrad 

Hours 

EqiuTaient 
Op Hoars 

Starts 

Fired Holurs 
Since last 
Overhaul 

207 

31,800 

47,692 

L465 

lUSOO 

208 

23,300 

34,866 

1,705 

3.800 

209 

27,500 

41,223 

1.94S 

10.625 


2.1.1 The Barges Site 

As mentioned above, the three Power Barges are to be moored in Lagos Lagoon adjacent to the south 
side of NEPA's Ijora substation on Iddo Island in Lagos. The on-shore facilities are located on 
property to be leased by the Company adjacent to the barge jetty and the ^ora substation. 

2.1.2 Fuel Supply 

A consoitium of three local diesel fuel oil stqipliers are expected to supply the 690 metric tons of fiiel 
per day required by the 3 X 30 MW Power Barges under a three year PSA. Each barge has 2,100 mt of 
fuel storage capacity on board. The consorrium has local storage of approximately 45,000 mt of fuel, 
30,000 mL widch will be dedicated to the Barges. Every third day, a fbel barge will re-supply the 
Power Barges with 2,000 mt, topping them off. Two of the local suppliers receive their fuel from local 
refineries and the third has a contract with a Dutch company, Chimimex, which has an arrangement 
with a Balkan reSneiy. Two of the three have exietudve operations in the Lagos area, owning and 
operating transport vessels and refueling Barges. Ail three suppliers have extensive contracts and 
operations in place with roost of the major oil companies in Nigeria (Chevron, Shell, Total, Elf. etc). 
Specific logi.stics and the interaction between the tiuu suppliers are being finalized. 

Enron shall use comiuercialiy reasonable. efforts to convert the Barges, including the Additional 
PowBi, to gas as soon as practicable. The target conversion date is fifteen months after commercial 
opmtionsjaf.the Ba^es^ Enron is cuirently conducting due diligence as to the appropriate site for gas 
based generation for the barges as well as the most ^ropriate source of gas supply and transponabon. 

2.1.3 Engineering, Procurement and Construction 

Enron Engineering. & Consmiction Company (“EE&CO has been engaged by the Company to 
perform the turnkey engineering, procurement and construction (“EPC”) for the Project. In its capacity 
turnkey EPC Contractor. EE&CC will have total responsibility managing the project and for 
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providing a complettly operaiional power facility. EPC for the ptojen includes development 
engineering, detailed engineeiing and consiruciion management. 

Development engineering consisted of devetaping preiiminaiy design specifications, geotechnical 
analysis, environmental considerations, design schematics, right of ways, ptojea cost estimates, 
sch^ules, quality assurance and the process connol plan. 

The detailed design wofit consisted of develcping detailed enpneering and design, bid and 
consmiaion drawings, bid specifications, material procurcmeni. job books, expediting, shop 
inspection, project marragement, cost control, permits and other detailed activities. 

The consmretion management eSTon consists of field inspecdon, mechanical compleiion, 
commissioning, start-up. facility turnover, completion of as-huilt drawings, final project 
documentation, and post compledoa levsew. 

2.1.4 Operadoos and Maintenance 

Figure No. 3 oudines die operadons and maintenance and administiadve services anangements for the 
Project. 

Operadonai Energy Corp. (“OECTj, a subsidiary of Enron Corp., will provide technical, operadons and 
maintenance services to the Company in exchange for a fee under the Operadons and Mahnenance 
Agreement <the “O&M Agieemsit”). The O&M Agreement allows for adjustments to the OEC.fee, 
should the plant operate below apeed peifonnance levels. OEC will be lesponsibie for providing a 
budget and maintenance schedule for the Company’s approval on an annual basis as well as meeting 
the operating requirements sdpuiated in the FPA 
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Figure No. 3 ,. 

Operatioiu and Maintenance 
Digram 


Fliaw I - Barju Project 
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12 Additional Emei^ency Power 

In addition to the Power Barges. ENPH shall have the option to provide at least 180MW of additional 
emergency power (“Additional Powers under substantially the same teims of the PPA. Enron 
currently owns an additional 6 power barges of ^roximately 180 MW. Subject to further due 
diligence and coiigiletion of the terms related to the Additional Power Enron expects to install such 
power barges as soon as practicable. The additional power barges will initially use distillate fuel. 
However, Enron expects to convert such barges to gas as soon as commercially reasonable. 

23 The Power Mant 

The Power Plant is expected to consist of five General Electric PG9171E combustion turbine 
generators (“CTGs") for siinilar technology from another vendor) operating in open cycle. It will have 
a nominal, net new and clean output of aj^roximately 548.000 kW (approximately 1 10 MW per 
turbine) at the site average ambient (design) conditions of 27.2“C(81'F). 82.5% relative humidity, and 
an armospheric pressure of 14.696 psia. The CTOs are to be configured to bum natural gas using Dry 
Low NOiC'DLN") combustors to reduce NO. pollutant discharge at the stack to 25 ppm. 
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3. CONTRACTUAL ARRANGEMENTS 

Figure No. 1 outlines the contact stractuie for the Barges. The followting summaries provide 
additional infonnation on the contracts. The actual contracts are provided in the Appendices. 

3.1 Power Ftircbase Agreement 

The PPA Ls to be entered into by and between ENPH and LSG. NEPA hnd the FRN and covers the sale 
and purchase of 90MW of edacity and energy from the Barges over a thirteen year rfiree month term 
{Phase I) and the subsequent sale and purchase of 548MW of capacity and energy from the Power 
Plant over a 20 year period (Phase R). ENPH is expected to assign its Phase 1 PPA rights and 
obligations to the Company and its Phase K PPA righu and obligations to Enron Nigeria Power Ltd. 

LSG is the power purchaser and is responsible for maidng the capacity and enorgy payments under the 
PPA. NEPA is responsible for transmission and distribution of the power to end mers and the FRN 
guarantees the obligations of LSG and NEPA. However, it is anticipated that the LSG lighLs and 
obligations as purchaser under the PPA will be assigned to NEPA, resulting in NEPA serving as 
purchaser and the par^ responsible for transmission and distribution. 

Several noteworthy aspects of the PPA are further addressed below. The full PPA is provided as an 
appendix. 

3.1.1 Letter of Credit 

The letter of credit is to be a standby letter of credit (the "Standby UC") issued by a minimum A-rated 
offshore fmancial instimtion. Citibank London is expected to be the offshore Standby L/C bank. 
ENPH will be entitled to drew upon the Standby L/C in the event that LSG. NEPA or the FRN fall lO' 
meet their obligations under the PPA. particularly their payment obligations. Tbe Standby L/C will be 
$31 million - equal to qrproximately six months worth of projected revenues for tbe Barges and $76 
million for the Power Plant. If at any time the Standby L/C is drawn upon, it must be immediately 
replenished to the initial amounL The Standby L/C is revolving, meaning it must always be in place, 
and replenished if drewn. 

Figure No. 4 provides a summary of the Standby L/C and Escrow Account Structure. 

3.1.2 Escrow Account 

Under the terms of the PPA, NEPA and LSG are required to establish an escrow account into which 
revenues from electricity sales to a select group of industrial and commercial customers will be paid. 
During Phase I, the minimum balance in the Escrow Account is to be S7.S million and SI 8.0 million in 
Phase U. Escrow funds above the minimum level are subject to periodic release after the Company (or 
in the case of the Power Plant, Enron Nigeria Power Ltd.) is paid for the electrical capacity and energy. 
In the event electrical capacity and energy payments are not paid as agreed, the funds in the escrow 
account may be released to the Company (and to Enron Nigeria Power Ltd. in the ca.se of the Power 
Plant). 

Figure No. 4 provides a summary of the Standby UC and Escrow Account Structure. 
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Figure No. 4 


Escrow Aceoant & Letter of Credit Structure 



18 


MS 06536 










2099 


DEC-21-1999 li:03 MERRIU. LYNCH 214 64= 539= =.20 


3J, Fuel Supply Contract 


The FSA is expected to be entered into with a consortium of diree local fuel suppliers. The fuel'will be 
required to meet designated quality standards and will be tested regularly. The fuel supplier will be 
required to provide a performance Tetter of credit of S3 million issued by an A-rated financial 
institunon that can be drawn upon by the Company in the event of fuel supplier non performance. 

Under the PPA, the cost of fuel is a past through to the electricity purchaser. Within IS months of the 
commercial operations date, the Company shall have converted the Barges to gas fuel and commercial 
operations on gas. Otherwise the Con^rany shall have the right to invoke the buyout jaovisions under 
the PPA. hi any evenL the Company bu commercial discussions with potential gas suppliers and early 
indications are that the 1 S month schedule to conversion is achievable. 

nre FSA is provided as an ^peudix. 

3.3 Engineering Procurement and Construction 


EE&CC is the EPC Contractor. A lump sum, turnkey EPC Agreement is expected to be executed 
between the Company and EE4CC. AD project EPC activities performed by EE&CC or its 
subcontractors are to be performed by qualified conqianies and individuals experienced in the required 
work. The contracts shall be in writing and approved in accordance with EE&CC requirements. 
EE&CC will identify the required contract activities, determine responsibility and assure bid and 
approval requirements are met 

The Erc Agreement provides guarantees, on EE&CC’s part, for first power from the first barge and 
for project completion. Commensurate Liquidated Damages (LDs) a,ssociated with not meeting these 
guaranteed first power and project completion dates, due strictly to the fault of EE&CC, are also 
provided for in the Agreement. 

Inasmuch as the project is employing “used" equipment, the EPC Agreement docs not provide for 
either performance or availability guarantees or LDs associated with such guarantees. 

3.4 Operatioiis and Malnterumce 

DEC is the O&M Contractor for the Project, and is expected to provide the expertise and 
management resources necessary to ensure that the operations and maintenance activities are carried 
out in aarordance with the Company’s objective of obtaining maximum availability with rainimal 
capitri expenditures during the three year term of the O&M AgrecmenL For this purpose, the O&M 
activities will be cmed out on a “conditions based maintenance" basis. Barge operations and 
maintenance staff will be employed by OEC. or its designee, and shall have the authority to plan and 
direct the aedvities required to execute OEC’s responsibilities under the O&M Agreement 

The O&M Agreement is provided as an appendix. 
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4. PROJECT ECONOMICS 
4.1 Assooqitions 

The economic assumptions are provided in the Financial Mode]. 
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APPENDICES 
See attached files. 
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Nigeria Barge Project Sell Down 
Transactian and Shareholder Structure 

17 December 1999 

The following transaction structure has been developed to allow the Purchaser to purchase 90% of the 
projected after tax cash flow to be generated over three (3) years by the 90 MW Nigeria Barge Project {the 
“Barge Project") while Ijfundingthepurchase price with 25% equity and 75% sellerfinanced debt 2) 
basing the purchase price on the net present value of such cash flow and providing a projected yield to 
purchaser of approximately 25% on invested equity and 3} allowing Enron to book a gain based on the sale 
of such cash flows. 

Following extensive review and discussion with Enron accounting staff and outside auditors, the following 
structure has been developed and iqipioved to ensure the desired accounting treatment for the transaction. 
Whereas the structure is more complex than desired and originally envisaged, it is necessary to meet all of 
the objectives for the transaction. 

A Few Definitions 

Cash Flow: The operating distributable cash flow generated by the Barge Project ftom all revenues less all 
expenditures including but not limited to operating and administrative costs, fuel, all taxes and debt service; 
and as further delineated in the Financial Model. 

Cumulative Cash Flow: The aggregate monthly cumulative Cash Flow commencing on the commerciBl 
operations of the Barge Project and ending on the Trigger Date (as defined below). 

Early Liquidation: The termination of the Power Purchase Agreement or the otherwise winding up ofEnron 
Nigeria Barge Ltd. prior to the Trigger Date. 

Liquidation Proceeds: The cash proceeds from the Early Liquidation of the Barge Project excluding 
proceeds (if any) from the sale or disposition of the barges. 

Trigger Cash Flow; The projected Cash Flow (approximately S44.1 million) to be generated by the Barge 
Project during its first 3 years of operations. 

Trigger Date: The date upon which the Cumulative Cash Flow equals the Trigger Cash Flow. 

Transaction Structure 

Purchaser Equity Contribution $ 7.00 Million 

Acquisition Loan (from Enron to Purchaser) 21.00 Million 
Total Purchase Price $28.00 Million 

Basis: 25% Internal Rate ofRetum on invested equity for Purchaser. 

Acquisition Loan Terms: 12% Interest Rate, 24 Month Term, Amortization to be Agreed 
Loan secured by Purchaser's interest in the Barge Project 

Shareholder Structure 

There will be three classes of stock, two preferred and one common. The Purchaser will purchase the 
Preferred A Shares and the Common Shares. Enron will own the Preferred B shares. The summary below 
indicates the economic interests before and after the Trigger Date. In each ca.se, the table indicates the Cash 
Flow rights of each shareholder class after the previous class shareholder has received their percentage share 
of the Cash Flow. 
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Preferred A (Purchaser) 0.1%ofCF O.l^ofCF 

Preferred B (Enron) 9.9%ofCFAfterPref A 99.0% of (TF After Pref A 

Common Stock (Purehaser) 1 00.00% of CF After Pref A & B 1 00.00% of CF After Pref A & B 


Before the Trigger Date, the Purchaser is expected to receive approximately 90% the Cash Flow via the 
Common Stock and a small percentage from the Preferred A. After the Trigger Date, the Enron Preferred B 
Shares receive approximately 99.0% of the Cash Flow and after distribution to the Preferred A and Preferred 
B, the Common receives the residual distribution of the Cash Flow. 



In the event of an Early Liquidation, the Purchaser shall receive via the Preferred A Shares an amount 
stipulated in an iqipendix to be attached to the Share Purchase Agreement. Generally, the Early Liquidation 
proceeds payable to Purchaser via the Preferred A Shares and included in the appendix shall be designed to 
ensure the Purchaser a 25% internal rate of return on invested equity. Upon an Early Liquidation. The 
Preferred B ShaiB.s shall then receive 99.0% of the remaining Liquidation Proceeds after the liquidation 
payment to the Preferred A shares and all Phase I Facilities (as defined in the Power Purchase Agreement). 
The Common shares shall receive 100.00% of the remaining Liquidation Proceeds after the payments to the 
Preferred A and Preferred B Shares. . ^ 



If the Cumulative Cash Flow equals the Trigger Cash Flow at the end of 3 years of operations, the return to 
the Purchaser would be approximately 25%. 

If the Cumulative Cash Flow equals the Trigger Cash Flow before the end of 3 years, then the remm to the 
Purchaser would exceed 25%. If the Trigger Cash Flow level is reached after the end of 3 years, the 
Purchaser’s return may be below 25%. it is intended for the Purehaser to take this risk and upside 
opportunity. 

If there is an early liquld^on, and there arc sufficient liquidation proceeds (which the letter of credit shall 
ensure) the liquidation payment schedule is designed to ensure the Purchaser an approximate 25% return on 
invested equity. 



Each share class shall have the following number of shareholder votes and shall also appoint the same 
number of directors to the Board of Directors. This structure is necessary to eniture conformity to Nigerian 
law. 

Share Cla.s5 Vote.s Directors 

Preferred A I 1 

Preferred B 8 g 

Common 11 


MS 06541 














2105 



V.- 


I Permanent Subcommittee on Investlgalions l 

EXHIBIT #213 I 


MS 05294 




2106 






/C 


-=.< 1 -^ 



MS 05298 



2107 


UMITED LIABE-riY COMPANY AGREEMENT 
OF . 

EBARGE,LLC . 

This Limited Liability Company Agreement (this “Agreement”) of Ebarge, LLC, dated 
and effective as of December 29, 1999, is entered into by ML IBK Positions, Inc., as the sole 
member (the “Member”). 

The Member has foimed a limited liability company pursuant to and in accordance with 
the Delaware Limited Liability Company Act (6 Del.C. § 18-101, etseq.) . as amended fiom time 
to time (the “Act”), and hereby agrees as follows: 

1. Name . The name of the limited liability company foimed is Ebarge, LLC (the 
“Company”). 

2. Certificates . The Member and William R. Fuhs are authorized persons within the 

meaning of the Act The Member and William R. Fuhs are hereby authorized to execute, deliver 
and file any other certificates (and any amendments and/or restatements thereof) necessary for 
the Company to qualify to do business in a jurisdiction in which the Company may wish to 
conduct business. — 

3. Purposes . The Company has been formed for the object and purpose of, and the 
nature of the business to be conducted and promoted by the Company is, engaging in any lawful 
act or activity for which limited liability companies may be formed under the Act 

4. Powers . In furtherance of its purposes, but subject to all of the provisions of fids 
Agreement, the Company shall have the power and is hereby authorized to; 

(a) Acquire by purchase, lease, contribution of property or otherwise, own, hold, seU, 
convey, transfa or dispose of any real or personal property that may be necessary, convenient or 
incidental to the accomplishment of the purposes of the Company; 

(b) Act as a trustee, executor, nominee, bailee, director, officer, agent or in some 
othm fiduciary capacity for any person or entity and to exercise all of the powers, duties, rights 
and responsibilities associated therewith; 

(c) Take any and all actions necessary, convenient or appropriate as trustee, executor, 
nominee, bailee, director, officer, agent or other fiduciary, including the granting or approval of 
waivers, consents or amendments of rights or powers relating thereto and the execution of 
appropriate documents to evidence such waivers, consents or amendments; 

(d) Operate, purchase, maintain, finance, improve, own, sell, convey, assign, 
mortgage, lease or demolish or otherwise dispose of any real or personal property that may be 
necessary, convenient or incidental to the accomplishment of the purposes of the Company; 
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(e) Borrow money and issue evidences of indebtedness in furtherance of any or all of 
the purposes of the Company, and secure the same by mortgage, pledge or other lien on the 
assets of the Company; 

(f) Invest any fimds of the Company pending distribution or payment of the same 
pursuant to the provisions of this Agreement; 

(g) Prepay, in whole or in part, refinance, recast, increase, modify or extend any 
indebtedness of the Company and, in connection therewith, execute any extensions, renewals or 
modifications of any mortgage or security agreement securing Such indebtedness; 

(h) Enter into, perform and carry out contracts of any kind, including, without 
limitation, contracts with any person or entity affiliated with the Member, necessary to, in 
connection with, convenient to, or incidental to the accomplishment of the purposes of the 
Company; 

(i) Ettgrloy or otherwise engage employees, managers, contractors, advisors, 
attorneys and consultants and pay reasonable compensation for such services; 

0) Enter into partnerships, limited liability companies, trusts, associatiorrs, 
corporations or other ventures with other persons or entities in furtherance of the purposes of the 
Company; 

(k) To enter into, execute and deliver, without any further act, approval or vote of the 
Member, notwithstanding any of the provisions of this Agreement, the Act or any applicable law, 
rule or regulation, including, without limitation: 

(i) The Share Purchase Agreement, dated December 29, 1 999, between 
the Company and Enron Mgeria Barge Holding Ltd.; 

(ii) The Pledge Agreement, dated December 29, 1999, between the 
Company and Enron Nigeria Power Holding Ltd.; 

(iii) Loan Agreement, dated Decmber 29, 1 999, between the Company 
and Enron Nigeria Power Holding Ltd.; 

(iv) The Shareholders' Agreement, dated December 29, 1999, between the 
Company, Enron Nigeria Barge Holding Ltd. and Enron Nigeria Barge 
Lti; 

(v) TheTaxIndemnity Letter, dated December 29, 1999, firom the 
Company to Enron Nigeria Power Holding, Ltd., Enron Nigeria Barge 
Ltd. and Enron Nigeria Barge Holding Ltd.; 

(vi) The Stock Power form pertaining to 999 Ordinary Shares; 

(vii) The Stock Power form pertaining to 1 Ordinary Share; and 
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(viii) The Stock Power form pertaining to 1 ,000 Preferred A Shares. 

do such other things and engage in such other activities related to the foregoing as may be 
necessary, convenient or incidental to the conduct of the business of the Company, and have and 
exercise all of the powers and rights conferred upon limited' liability companies formed pursuant 
to the Act 

5. Principal Business Office . The principal business office of the Company shall 
be located at World Financial Center, North Tower, 250 Vesey Street New York, New York 
10281. • 

6. Registered Oflice . The address ofthe registered office ofthe Company in the 
State of Delaware is c/o The Corporation Service Company, 1013 Cenlre Road, Wilmington, 
Delaware 19805. 

7. Registered Agent . The name and address ofthe registered agent ofthe Company 
for service of process on the Company in the State of Delaware are The Corporation Service 
Company, 1013 Centre Road, Wilmington, New Castle County, Delaware 19805. 

8. Members. The name and the mailing address of the Member are as follows: 

Name Address 

ML IBK Positions, Inc. . World Financial Center 

North Tower 
■ 250 'Vesey Street 
New York, New Yoric 10281 

9. Limited Liability . Except as otherwise provided by the Act, the debts, 
obligations and liabilities of the Company, whether arising in contract, tort or otherwise, shall be 
solely the debts, obligations and liabilities of the Company, and the Member shall not be 
obligated personally for any such debt, obligation or liability of the Company solely by reason of 
being a member of the Company. 

10. Capital Contributions . The Member is deemed admitted as the Member ofthe 
Company upon its execution and delivery of this Agreement The Member has contributed 
$7,000,000.00 in cash, and no other property, to the Company. 

11. Additional Contributions . The Member is not required to make any additional 
capital contribution to the Company. However, the Member may at any time make additional 
capital contributions to the Company. 

12. Allocation of Profits and Losses . The Company’s profits and losses shall be 
allocated solely to the Member. 

13. Distributions . Distributions shall be made to the Member at the times and in the 
aggregate amounts determined by the Member. Notwithstanding any provision to the contrary 
contained in this Agreement, the Company shall not make a distribution to the Member on 
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account of his interest in tiie Company if such distribution would violate Section lS-607 of the 
Act or other applicable law. 

14. Management . In accordance with Section 18-402 of the Act, management of the 
Company shall be vested in the Member. The Member shall have the power to do any and all 
acts necessary, convenient or incidental to or for the furtherance of the purposes described 
herein, including all powers, statutory or otherwise, possessed by members of a limited liability 
company under the laws of the State of Delaware. The Member has the authority to bind the 
Company. 

15. Officers . The Member may, from time to time as it deems advisable, select 
natural persons who are employees or agents of the Company and designate them as officers of 
the Company (the “Officers”) and assign titles (including without limitation. President, Vice 
President, Secretary, and Treasurer) to any such person. Unless the Member decides otherwise, 
if the title is one cottrmonly used for officers of a business corporation formed under the 
Delaware General Corporation Law, the assigranent of such title shall constitute the delegation to 
such person of the authorities and duties that are norrnally associated with that office. Any 
delegation pursuant to this Section 15 may be revoked at any time by the Member. An Officer 
may be removed with or without cause by the Member. The Member hereby appoints the 
following officers to manage the affairs of the Company: 

Name Office 


James A. Brown 
Josqih S. Valenti 
Gerard Haugh 
KiraJ. Toone 

Frank J. Conley 
William R. Fuhs 


Chairman of the Board and President 
Vice President - Finance and Treasurer 
Vice President and Secretary 

Vice President, Assistant Secretary and 
Assistant Treasurer 

Vice President and Assistant Secretary 
Vice President and Assistant Secretary 


16. Other Business . The Member may engage in or possess an interest in other 
business ventures of every kind and description, independently or with others. The Company 
shall not have any rights in or to such independent ventures or the income or profits therefiom by 
virtue of this Agreement. ’ " 


1 7. Exculpation and Indemnification . No Member or Officer shall be liable to the 
Company or any other person or entity who has an interest in the Company for any loss, damage 
or claim incurr^ by reason of any act or omission performed or omitted by such Member or 
Officer in good faifo on behalf of the Company and in a manner reasonably believed to be within 
the scope of the authority conferred on such Member or Officer by this Agreement, excqjt that a 
Member or Officer shall be liable for any such loss, damage or claim incurred by reason of such 
Member’s or Officer’s willful misconduct To the foil extent permitted by applicable law, a 
Member or Officer shall be entitled to indemnification firom the Company for any loss, damage 
or claim inemred by such Member or Officer by reason of any act or omission performed or 
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omitted by such Member or Officer in good feitb on behalf of the Company and in a manner 
reasonably believed to be within the scope of the authority conferred on such Member or Officer 
by this Agreement, except that no Member or Officer shall be entitled to be indemnified in 
respect of any loss, damage or claim incmred by such Member or Officer by reason of willful 
misconduct with respect to such acts or omissions; provided, however, that any indemnity under 
this Section 17 shall be provided out of and to the extent of Company assets only, and the 
Member shall not have peisonal liability on account thereof. 

1 8. Assignments . The Member may at any time assign in whole or in part its limited 
liability company interest in the Company. If the Member transfers all of its interest in the 
Company pursuant to this Section 18, the transferee shall be admitted to the Company upon its 
execution of an instrument signifying its agreement to be bound by the terms and conditions of 
this Agreement Such admission shall be deemed effective immediately prior to the transfer, 
and, immediately following such admission, the transferor Member shall cease to be a member 
of the Company. 

19. Resignation. The Member may at any time resign from the Company. If the 
Member resigns pursuant to this Section 19, an additional member shall be admitted to the 
Company, subject to Section 20 hereof, upon its execution of an instrument signifying its 
agreement to be bound by the terms and conditions of this Agreement Such admission shall be 
deemed effective immediately prior to the resignation, mid, immediately following such 
admission, the resigning Member shall cease to be a member of the Company. 

20. Admission of Additional Members . One or more additional members of the 
Company may be admitted to the Company with the written consent of the Member. 

21. Dissolntion . 

(a) The Company shall dissolve and its affairs shall be wound up upon the first to 
occur of fee following: (i) the written consent of the Member, (ii) at any time there are no 
members of fee Company unless, within 90 days of fee occurrence of fee event feat terminated 
fee continued membership of fee last remaining member of fee Company (fee ‘Termination 
Event"), fee personal representative of the last remaining member agrees in writing to continue 
fee Company and to fee admission to fee Company of such personal representative or its 
nominee or desi^ee as a Member, effective as of fee occurrence of fee Termination Event, and 
such successor or its nominee or designee shall be admitted upon its execution of an instrument 
signifying its agreement to be bound by fee terms and conditions of this Agreement, or (iii) fee 
entry of a decree of judicial dissolution under Section 18-802 of the Act 

(b) The bankraptcy of fee Member shall not cause fee Member to cease to be a 
member of fee Company and upon fee occurrence of such an event, fee business of fee Cottqrany 
shall continue without dissolutiott 

(c) In fee event of dissolution, the Company shall conduct only such activities as are 
necessary to wind up its affairs (including fee sale of the assets of fee Company in an orderly 
manner), and fee assets of fee Company shall be ^plied in fee marmer, and in the order of 
priority, set forth in Section 1 8-804 of fee Act 

- 5 - 
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22. Separability of Provisions . Eachprovisionofthis Agreement shall be 
considered separable, and if for any reason any provision or provisions herein are determined to' 
be invalid, imenforceabie or illegal under any existing or future law, such invalidity, 
unenforceability or illeg^ty shall not impair Bie operation of or affect diose portions of this 
Agreement that are valid, enforceable and legal. 

23. Entire Agreement This Agreement constitutes the entire agreement of the 
Member with respect to the subject matter hereof. 

24. Governing Law . This Agreement shall be governed by, and construed under, the 
laws of the State of Delaware (without regard to conflict of laws principles), all rights and 
remedies being governed by said laws. 

25. Amendments . This Agreement may not be modified, altered, supplemented or 
amended except pursuant to a written agreement executed and delivered by the Member. 

26. Sole Benefit of Member . Except as expresslvprovided in Section 17. the 
provisions of this Agreement (including Section 1 1) are intended solely to benefit the Member 
and, to the fullest extent permitted by applicable law, shall not be construed as conferring any 
benefit upon any creditor of the Company (and no such creditor diall be a third-party beneficiary 
of this Agreement), and no Member shall have any duty or obligation to any creditor of the 
Cortipany to make any contributions or payments to the Company. 


.417648-vl 0064428-0053 
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IN WITNESS WHEREOF, the undersigned, intending to be legally bound hereby has 
duly executed this Agreement as of the date first written above. 
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SHARE transfer FORM 


: Consideration Money N 

Certificate Lodged 
with the Registrar 

per e«A#<«Ue« 


1 Name of CKiTAKir 

ESROK NICIKU BASSE I’KITES |! 

* Description of Shares 

ORDIKARV SHARES OF Hi, 000 EACH 



Number or Amount of 
Shafts and In figures . 
column only, number 
and denomination of 
units any) 


WORDS 

SIKI >rJRBRn> AJO“KIh1TT- 
k:ki oioisaxt spjtRis 


FIGURES 

999 ORDIKARY SEAXXS 


Name[s] of Registered hotderfs] 
should be given in full. The address 
should be given where there is only 
one holder 


In the name{5] of 

ENTOS KICERIA BjUiGE BOUIKC LlitlTED 
BOSTLAV BUIUiIKC, FORT A 
CSORCETOVS, GRA^D CAYKAK, CATKAX ISLANDS 


We hereby transfer the above security out of the name aforesaid to the 
personfs] named below.: ' 


Signature of the Transferor: 

Date; i:/30/99 


1- ^ 

■JiTj^toz , W. Derrick. Jr. 

2. Date 


!2/30/?9 




I Full fiisJ postal address[es] 

I Inclv-ving *;3te uf the person to 
•vhc*»- She ^en'/ifv li transferred 


rn 


EBAJIGI. LLC 

C/0 ML LEASIKC EQUIFMEtn C0R?V 
250 ^TSSET ST; .1 

KEU YORK. KY 10281 t 

U. S. A. § 


• suns; *:., fc.. .. Uetoce me this 30ch day of l'ecet':i.*r Jv*}?.' 




.*Ju.Vell,£KaUW 1 
j- .■««HSSt>,D<P«tS 
MT.werfizra 


I Permanent Siihcominittee on InvertiEelionsl 

EXHIBIT #215 I 
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SHARE TRANSFER PQRM 



' Consideration Money N 

i 

Certtficale Lodged 
with the Registrar 

ppr Hmgiititrl 



I Name of»Si»«<mS}S CO.'O'AW 

EKF.0N K:CIR1a EAF.GE LIHITDD 

j Description of Shares • | 

oir-iKAsy sEARis or hi.odo liXE 



-Jii 



I Number or Ambunt of 
' Shares and in figures 
column only, number 
and dfsnomlnallon of 
i»rj5fn fif any] 


WORDS 

ONI shafx 


FIGURES 
1 ORDlJvART SKASI 


' N'amc[s} of Registered holder{s} jin the ramefs] of 
! should be given In full. The address pJiON KlGlfJiA Ea^GE kolbikg tlKlTED 
|; should be given where there is only BUIIOISC 

one holder 


CEOR.GITOWN, CATliAN, . 

b>.-~A.v : SUNOS 


We hereby transfer the above security out of the name aforesaid to the 
p®rson{s] named below: 


Signature of the Transferon 



Data: 


12/30/90 


i 

- 

■ # 

i 

'btjv 


Oats: !:.'30/99 


m 

# 


I Full namelsj,' full. postal addressfecj j EEATtCE. IIC ^ 

I including stale of the person to , ! C/0 w M-NG t::;iIPirEKT^COFP;; 
whom the security Is transferred • 250 ntssti ^7:. 





33 .55 f>5;5i 


[liaKS! 
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T^'>,N$FSR gQRW. 


ConsldtraiW" Mon'lf N 


Ctrtmeitc Lodged 
with the Begiitrir 

Itm •rnrnmmmm^ tf 


1 N.me ofHWsasBSS assAKr 

1 ontai Kiroot ma lscizs | 

1 Deseriotion of Shares 

Iniimst 'A’.ssiirsror hi.ooo ua | 


Number or Amount of 

WORDS 

FIGURES 

Shares and In ngures 



eolumn onl)f. number 

OKE TROUSJUO TRETIMSb *A 

1,000 mTsxssj *A* 

and danomlnatlon of 

SUt£5 

suns 

unlU fit »nyl 

• 

-- 


Niin«IsJ of Rtgisttrid hoId«r(f3 
should be given in fulL The address 
should be given where there is only 
one holder 


In the nameis} of 
ChtoK vicrm iaice eouiks 

VUXTUkS ITILOIXC 
CEOSCTTOyX. cum OTKAX, DLXMA5 ISLAjtoS 


We hereby transfer the above security out of the name aloresaid to the 
person[s] named below: 


Signature of the Transferor. 


1- 


2^ 


uirtccoc, j.oei V. OerrKk, Jr. 

2. Dole; . 


Dale: . 






Full namt[s3, full postal address[cs} 

nAjcr, Tic 

j ineiuding state of the person to 

C;0 HL ItKSirX EQUirXEXI COW, 

whom Otc security Is transferred 

250 vir-jEt sz; 
xrw TC-a>, t02Bi 


f. i. S. 


Svom to and subscribed t*'t. r.- r? •• 


•..:zuer iy99. 


akrit'vvGRMW 

Ut'a^.'rviHxViEvesi 

-maoct'ao 


J 
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EXECUTinx COPY 


Dated 29 December 19?9 


ENRON NIGERU POW-ER HOLDING, LTD. 
(as Lender) 


and 


EBARGE, LLC 
(as Borrower) 


LOAN AGREEMENT 


Permanent Subcommittee on Investigations 

1 EXHIBIT #216a. 
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THIS LOAN agreement (this "Agrcsment") is mad: on 29 Dccsmbir 1999 
BETWEEN: - 

( 1 ) ENRON NIGERIA POWER HOLDING, LTD, a company registered in the Cattnan 
Islands with its registered ofnce.at the Huntlaw Building, Fort Street, George Town, 
Grand Cayman, Cajnian Islands (together with its successors and permitted assigns, the 
"Lender"): and 

(2) EBARGE, LLC, a limited liability company registered in Delaware, with its registered 
office at do ML Leasing Equipment Corp, 250 Vesey Street, New York, New York, 
10281 (together with its successors and permitted assigns, the "Borrower"). 

WHEREAS, the Lender has agreed to lend and 'the Borrower has agreed to borrow and repay 
the Lender a fixed interest rate US Dollar term loan in each case on the terms and subject to the 
conditions of this Agreement, 

IT IS AGREED as follows: 

1. INTERPRETATION 

1.1 Definifions 

In this Agreement: 

"Acquisition" means the acquisition by the Borrower fi-om the Seller of the Shares., 

"Business Day" means a day (other than a Saturday or a Sunday) on which banks are open for 
business in New York City. 

"Defauit" means an Event of Default or an event which, with the giving of notice, expiry of any 
applicable grace period or determination of materiality by the Lender specified (in any such case) 
in Clause 13 (Default) (or any combination of the foregoing), would constitute an Event of 
Default. 

"Dollars", "US Dollars", "USS" or "S" means the lawful currency for the time being of the 
United Stales of America. 

"ENBL" means Enron Nigeria Barge Limited, a company organised under the laws of the 
Republic of Nigeria. 

"Event of Default" means an event specified as such in Clause 13.1 (Events of Default). 
"Finance Document" mearui: 

(a) this Agreement; or 

(b) the Pledge Agreement. 

"Financial Indebtedness" 
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means (without double counting) any indebtedness in respect of: 

(a) moneys borrowed; ~ 

(b) any debenture, bond, note, loan stock or other securitj", 

(c) any acceptance credit; 

(d) receivables sold or discounted (otherwise than on a non-recoune basis); 

(e) the acquisition cost of any asset to the extent payable before or more than 1 SO days after 
the time of acquisition or possession by the party liable where the advance or deferred 
payment is arranged primarily as a method of raising finance or financing the acquisition 
of that asset; 

(f) any lease entered into primarily as a method of raising finance or financing the 
acquisition of the asset leased; 

(g) any currency swap or interest swap, cap or collar arrangement or any other derivative 
instrument; 

(h) any amount raised under any other transaction having the comroercial effect of a 
borrowing or raising of money; or 

(i) any guarantee, indeirmity or similar assurance against financial loss of any person. 


"Full Repajment Date" means 31 December 2002. 

"Interest Period" has the meaning specified in Clause 6.1. 

"Loan" means the loan made or to be made by the Lender to the Borrower pursuant to clause 
2.1(a) Of this Agreement or the principal amount outstanding of that loan fi-om time to time. 

"Material Adverse Ellecr means any event, occurrence or circumstance having, or being 
reasonably likely to have, a material adverse effect on the ability of the Borrower to perform and 
comply with its payment obligations hereunder. 

"Material Agreement" means the Share Purchase Agreement and/or the Shareholders 
AgreemenL 

"Maximum Rate" means, on any day, the highest rate of interest on the Loan permitted by 
applicable law (if any) on such day. 

"Party" means a party to this Agreement. 

"Permitted Transaction" means: 

(a) a reconstruction, amalgamation, reorganisation, merger or consolidation of the Borrower 
on terms approved by the Lender; or 


2 


MS 04996 



2120 


(b) a disposal of assets permitted by the tsnns of this Agreement. 

"Pledge Agreement" means the Pledge Agreement datedthe date hereof between the Boirowe.- 
and the Lender in relation to the Shares. 

"Power Purchase Agreement" means the power purchase agreement dated 6“ December 1999 
by and among Enron Nigeria Power Holdings Limited and the other entities named therein. 

"Repayment Date" means the last Business Day of each Interest Period. 

"Security Interest" means any mongage, pledge, lien, charge, assignment, hypothecation or 
security interest or any other agreement or arrangement having the effect of conferring security'. 

"Seller" means Enron Nigeria Barge Holdings Limited, a company organised under the laws of 
the Cayman Islands. 

"Share Purchase Agreement" means the share purchase agreement dated 29 December 1999 
between the Seller and the Borrower in relation to the Shares. 

"Shareholders Agreement" means the shareholders agreement dated 29 December 1999 
between the Seller and the Borrower in relation to ENBL. 

"Shares” means 1 000 preferred A shares and 1000 ordinary shares of ENBL. 

“United States" and "U.S.” mean the United States of America. 

1.2 Constnjction 

(a) In this Agreement, unless the contrary intention appean, a reference to: 

(i) "assets" includes real, personal, tangible and intangible properties, revenues and 
tights of every description; 

an "authorisation" includes an authorisation, consent, approval, resolution, 
licence, exemption, filing, registration and notarisation; 

a "month" is a reference to a period starting on one day in a calendar month and 
ending on the numerically corresponding day in the next calendar month, except 
that: 

(1) if there is no numerically corresponding day in the month in which that 
period ends, that period shall end on the last Business Day in that calendar 
month; or 

(2) if an Interest Period commences on the last Business Day of a calendar 
month, that Interest Period shall end on the last Business Day in the 
calendar month in which it is to end; and 
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a "person* shall be construed as a reference to any person, firtr., co~?ar.y, 
corporation, limited liability company, government, state, agency of a state cr any 
association or pannership (whether or not having separate legal personality) of 
two or more of the foregoing; ~ 

a "regulation" includes any regulation, rule, ofneia! directive, reouest or 
guideline (whether or not having the force of law, but if not having the fo,-e of 
law being of a type with which the person concerned is accustomed to comply) 
of any governmental body, agency, department or regulatory, self-regulatory or 
other authority or organisation; 

(ii) a provision of a law is a reference to that provision as amended or re-enacted; 

(iii) a Clause or a Schedule is a reference to a clause of or a schedule to this 
Agreement; • • . . . 

(iv) a person includes such person's successon and permitted transferees, novatees, 
and assigns; 

(v) a contract or other document is a reference to that contract or other document as 
amended, novated, supplemented, restated, replaced or renewed; and 

(vi) a time of day is a reference to New York lime. 

Unless the contrary intention appears, a term used in any notice given under or in 
connection with this Agreement has the same meaning in that notice as in this 
Agreement 

The table of contents to and the headings in this Agreement are for convenience only and 
are to be ignored in construing this Agreement 

Unless the context otherwise requires, and otherwise defined herein, words and 
expressions defined in the Share Purchase Agreement and the Power Purchase .A.grcement 
shall have the same meanings when used in this .Agreement 

THE FACILITV 

Loan 

Subject to the terms of this Agreement, the Lender shall on the date hereof make to the 
Borrower a Loan in an amount equal to USS21 ,000,000. 

No more than one Loan shall be made. 

Conditions Precedent 

e obligations of the Lender to the Borrower under this Agreement are subject to the following 
iditions precedent: 

execution of the Pledge Agreement; and 
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(b) satisfaction of all conditiotts precetlsm under ihs Share Purchase Agttentent and 
Shareholders Agreement (other than any condition relating to the satisfaction of 
conditions precedent under this Agreemem). ” 

2Jt Disbursement 

Subject to the terms hereof, the lender shall disburse the Loan to the Borro’A-cron the cate hereof 
in such manner as shall be ageed by the Lender and the Borrower, including, without lun:tatior„ 
the transfer of funds imo a bank account of the Borrower or anoditr person sptci.lec by the 
Borrower. 

3. application OF PROCEEDS 

(a) The Borrower shall apply the Loan made to it for the pu-^poses of financing the cost of 
the Acquisition. 

(b) Without affecting the obligations of the Borrower in any way, the Lender is not bound 
to veri5' the application of the Loan. 

4. EEPATTHENT 

On each Repayment Date the Borrower shall repay the Loan in the amount of USS"73,01 0.33, 
or such lesser amount as shall have been received by the Borrower for such repayment period 
fixnn ENBL. The Borrower shall repay the remainder of the Loan in &11 on the Full Repayment 
Date. 

5. PREPAYMENT AND CANCELLATION 

5.1 Voluntary prepayment ’ 

Hie Borrower may at any time, by gmng not less than 3 Business Days’ prior notice to the 
Lender, prepay the Loan, in whole or in part, together with all accrued and unpaid interest 
hereunder, then due and payable. 

Sdl Mandatory prepayment 

The Borrower shall prepay the Loan, together with all other amounts payable by the Borrower 
under this Agreement upon the happening of the earlier of the following events: 

(a) liquidation of ENBL; or 

(b) the receipt by the Borrower of distributions from ENBL following any buy-out of the 
Phase I Facilities pursuant to clause 18 of the Power Purchase Agreement. 

S.3 Miscellaneous provisions 

(a) All prepayments under this Agrecmenl shall be made together with accrued interest on 

the amount prqjaid. 
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(b) No prepayment is permitted except in accordant with the express terms of this 
Agreement. 

(c) No amount prepaid may subsequently be re-borrowed. 

6. INTEREST PERIODS 

6.1 Interest periods 

The Loan will have successive interest periods as specified in this Clause 6.1 (each an "Interest 
Period"). The first Interest Period shall commence on the date hereof and will end on 30 April 
2000. Subsequent Interest Periods will commence on the expiry of the preceding Interest Period 
and shall have a length of 1 monfli. 

6.2 Overrunning of repayment dates 

If an Interest Period would otherwise ovciiun the date when all the outstanding principal amount 
of the Lxran has been repaid or, without limitation, prepai4 that Interest Period shall be shonened 
so that it ends on such date. 

7. INTEREST 

7.1 Interest rate 

(a) The rate of interest on the Loan for each of its Interest Periods is 12 percent per annum. 

(b) Interest shall not be compounded. 

(c) Interest shall be calculated Based on a 365-day year and the acmal number of days 
elapsed. 

7.2 Due dates 

(a) Except as otherwise provided in paragraph (b) below or elsewhere in this Agreement, 
accrued interest on the Loan is payable by the Borrower on the last day of each Interest 
Period. 

(b) Subject to the provisions of Clause 7.3 (Default interest), the last payment of accrued 
interest on the Loan shall be made by the Borrower on the last day of the last Interest 
Period or on the dateof a mandatory prepayment or acceleration pursuant to Clause 5.2 
(Mandatory prepayment) or Clause 13.14 (Acceleration). 

7J Default interest 

If the Borrower fails to pay all amounts payable by it under this Agreement on the Repayment 
Date, it shall forthwith on demand by the Lender pay interest on the overdue amount from tbe 
due date up to the date of actual payment, as well after as before judgment, at two percent (2%) 
per aimum in excess of the rate specified in Clause 7.1 (Interest rate). 

7,4 Maximum rate 
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Notwhhstending any provision coaiained bcrtin or in any docunrcnt related hereto, the Lender 
shall in no circumstance be entitled to receive, collect or apply as interest on the Loan any 
amount in excess of the Maximum Rate. If the Lender ever receives, collects or applies as 
interest any such excess, the amount that would be excessive interest hereunder shall be deemed 
to he a partial prepayment of principal on the Loan and treated heieunder as such, in deie-inining 
whether or not interest paid or payable exceeds the Maximum Rate, the Borrower and the Lender 
shall, to the maximum extent permitted under applicable law, amoniac, prorate, allocate and 
spread, in equal pans, the total amosint of interest throughout the entire contemplated term of the 
Loan so that the interest rate is uraform throughout the entire term and the rate or amount of 

interest on account of the Loan does not exceed the Maximum Rate. 

g. PAYMENTS 

8.1 Place 

All payments by the Borrower under this Agreement shall be made to the account of the Lender 
at such bank in the United States as it may notify to the Borrower for this purpose. 

S2 Currency and funds 

Payments under this Agreement to the Lender shall be made in Dollars for value on the due date. 
83 Set-off and counterclaim 

All payments made by the Borrower hereunder shall be made without set-off or counterclaim. 
8.4 Non-business days 

(a) If a payment hereunder is due on a day which is not a Business Day, the due date for that 
payment shall instead be the next Business Day in the same calendar month (if there is 
one) or the preceding Business Day (if there is not). 

(b) During any extension of the due date for pa>mcnt of any principal under this Agreement 
interest is payable on the principal at the rate payable on the original due date, 

83 Partial payments 

(a) If the Lender receives a payment insufficient to discharge all the amounts then due and 

payable by the Borrower hereunder, the Lender shall apply that payment towards the 
obligations of the Borrower hereunder in the.following order. ' 

(i) first, in or towards payment pro rata of any accrued interest due but unpaid under 

this Agreement: 

(H) secondly, in or towards payment pro rata of any principal due but unpaid under 
this Agreement; and 

(iii) tMrily, in or towards payment pro rata of any other sum due but unpaid under this 

Agreement. 
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(b) Paragraph (a) above shall override aii'y appropriarion made by the Borrower. 

9. NOT USED 

10. ILLEGALITY 

If it is or becomes ania-vviul or contrar)* to any recaiation in any jurisdiction for the Lender to 
five effect to any of its obligations as contcmpiated by this .Agreement or to fund or maintain its 
participation in the Loan, then: 

(a) the Lender shall pramptly notify the Borrower accordingly; and 

(b) the Boirower shall, on the latest day permitted by the reievant law or regulation, prepay 

the Loan together with all other ainouna payable by it to the Lender under this 
Agreement 

1 1. REPRESENTATIONS AND WARRANTIES 
ll.l Representations and warranties 

The Boirower makes the representauons and wanaities set om in this Clause 1 1 (Representations 
and warranties) to the Lender. ' 

lU Status 

(a). It is a Delaware limited Habilit)' company: and . . 

0)) it has the power to own its assets and cany on its business as it is being conducted. 

11.3 Powers and authority 

It has the power to enter into and perfomi, and has taken all necessary action to authorise the 
entry into, performance and deliveiy of, this Agreeme.n and the transactions contemplated by this 
Agreement. 

11.4 Legal validity 

This Agreetjient constitutes its legal, valid, binding and enforceable obligation, subject, as to 
enforceability, to applicable bankruptcy, insolvency and similar laws affecting creditors' rights 
generally and to general principles of equity (rega'-dless of whether enforcement is sought in a 
proceeding in equity or at law). 

llil Non-conflict 

The entry into and performance by it of, and the transactions contemplated by, this Agreement 
do not and will not 

(a) conflict with any U.S, law or regulation, judicial or oflicial order; 
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(b) conflict with its Certificate of Foiinatron ot Operating Agreenttnt; or 

(c) conflict with any document which is binding upon it. 

11.6 No default 

No Event of Default or Default is outstanding or will result aorr. the Loan. 

11.7 Authorisations 

All authorisations required of the Borrower by the laws of Delaware or by any other applicable 
law in the United States in cosatection with the entry into, peribnnance, validity and 
enforceability of, and the transactions contemplated.by, this Agreement have been obtained or 
effected (as appropriate) and are in full force and effect. 

11.8 Litigation 

No litigation, arbitration or adminisnative proceedings involving the Borrower are current or, to 
its loiowlsdge, pending or threatened: 

(a) to restrain the entry into, exercise of any of its rights, airdfor performance or eaforcement 
of or compliance, with any of its obligations, hereunder; or 

(b) which have a Material Adverse Effect. 

11.9 AsseU 

Hie Borrower is and will remain the legal atdfor beneSria! owner of all its assets fine Som any 
Security Interests, other than the Pledge Agreement. 

11.10 No commitment 

The Borrower has no Financial Indebtedness (other than the Loan made hereunder). 

11.11 Pajment of taxes 

The Bouower has pad all taxes, assessments and other govenunental Charges imposed on it that 
have become due and payable. 

11.12 Investment Borrower Act of 1940 

Neither the Borrower, nor any of its Subsidiaries, is an "investment company" within the 
meaningoftheU.S. Investment Borrower Act of 1940. as amended. 

11.13 Times for making representations and warranties 

The rqrresentations and wanandes set out in this Clause 1 1 (Representations and warranties) are 
made by the Borrower, unless it is expressly provided to the contrary, on the date of das 
Agreement 
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11,14 Quanfications to representations 

The Botrovi'er shall promptly disclose to the Lender if any_^represrntation and warra-ty to be 
made under this Clause 1 1 (Representations and warranties) ceases to be correct as a; the date 
it is to be made. Any tnisiepreseniaiion which has arisen or which may arise and which has been 
disclosed to the Lender may be waived only by a written instrument executed by the Lender 
expressly setting forth such waiver. 

12. undertakings . . 

12.1 Duration 

The undertakings in this Clause 12 i(Undenakings) remain in force from the date of this 
Agreement for so long as any amount in respect of principal or interest payable under this 
Agreement is outstanding. 

1 2J- Information - miscellaneous 

The BorrowCT dial! promptly supply to the Lender such iafonnatien in fhc possession or coritro! 
of the Borrower regarding its financial condition and operations as the Lender may reasonably 
request and which the Borrower is able to provide without breaching any legal obligation or 
regulation. 

123 Notification of default 

The Borrowo' shall notify the Lender of any outstanding Default (and the steps, if any, being 
taken to remedy it) promptly (ahdin any event within five days) upon an executive officer of the 
Boirowcr becoming aware of its occuirence. 

12.4 Authorisations 

The Borrower shai! promptly obtain, maintain and comply with the terms of any authorisation 
required under any law or regulation to enable it to perform its obligations under or for the 
validity or enforceability of this Agreement; prorided, that the Lender shall use all reasonable 
efforts to keep the Borrower properly inform^ in relanon to any laws or regulations in Nigeria 
that may be binding upon the Boirower and relevant to the transaction reflected in this 
AgreemenL 

123 Paripassu ranking 

The Botrower shall procure that its payment obligations hereunder do and will rank at least pari 
passu with all its other present and future unsecured and unsubordinated obligations, except for 
obligations which axe mandatorily preferred by law applying to companies generally. 

12.6 Disposals 

The Borrower shall not sell, transfer, encumber or otherwise dispose of, grant any security over, 
or cease to exercise control over any of the Shares acquired by it except strictly in accordance 
with the provisions of the Pledge Agreement, the Share Purchase Agreement and Shareholdets 
Agreement 
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12.7 Change ofbusiness 

The Borrower shall procure that no substantial change is made to the general nature or scope of' 
the business of the Borrower from that carried on at the date of this Agreement. An extension 
into ancillary businesses docs not constitute a change in the general nature or scope of the 
business of ie Borrower for the purposes of this Clause 12.7. 

12.8 Constitutional documents 

The Bonower will not, without the prior consent of the Lender or as required by applicable law, 
amend or seek or agree to amend or replace its Certificate of Formation in any way which would 
be likely materially and adversely to affect the interests of the Lender hereunder. 

12.9 Compliance with laws ' ■ 

The Bonower shall comply in a!! materia! respects with all applicable laws and regulations, 
whether domestic or foreign, having jurisdiction over it or any of its assets, failure to comply 
with which has a Material Adverse Effect; provided, that the Lender shall use all reasonable 
efforts to keep the Borrower properly informed in relation to any laws or regulations in Nigeria 
that may be binding upon the Borrower and relevant to the transaction reflected in this 
Agreement 

13. DEFAULT 

13.1 Events of Default 

Each of the events set out in Clauses 13.2 (Non-payment of principal) to 13.13 (Repudiation of 
Material Agreements and Finance Documents) (inclusive) is an Event of Default (whether or not 
caused by any reason whatsoever outside the control of the Borrower or any other person). 

13.2 Non-payment of principal 

The Borrower does not pay on the due date any amount of principal payable by it to the Lender 
hereunder at the place and in the currency in which it is expressed to be payable and such non- 
payment continues unremedied for 3 Business Days from the receipt by the Borrower of notice 
of non-payment from the Lender. 

13J Breach of other obligations 

The Botrower fails to comply with any other undertaking hereunder and such failure continues 
unremedied for 30 days from the earlier of the Borrower becoming aware of such failure and 
receipt by the Borrower of notice of such non-compliance from the Lender. 

13.4 Misrepresentation 

A representation, warranty or statement made in this Agreement is incorrect in any material 
respect when made or deemed to be made by reference to the facts and circumstances then 
subsisting and, if the circumstances causing the misrepresentation are capable of remedy within 
that period, that misrepresentation is not remedied within 28 days of the earlier of the Borrower 
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becoming aware of the misrepresentation and receipt by the Boirower of notice tom the Lender 
requiring remedy. 

13.5 Cross default ~ 

Any Financial Indebtedness of the Borrower exceeding in the aggregate $250,000 becomes 
prematurely due and payable or is placed on demand as a result of an event of default (howsoever 
described) under the document relating to such Financial Indebtedness. 

13.6 Insolvency; Insolvency proceedings 

(a) An involuntary case shall be commenced against the Borrower and the petition shall not 
be dismissed, stayed, bonded or discharged for a period of 60 days; or a court having jcu-isdiction 
in the premises shall enter a deciee or order for relief in respect of the Borrower in an involuntary 
case, under any applicable bankruptcy, insolvency or other similar law now or hereinafter in 
effect; or any other similar relief shall be granted under any applicable federal, state or local law; 
or the board of directors of the Borrower (or any comminee thereof) adopts any resolution or 
otherwise authorizes any action to approve any of the foregoing; 

(b) a decree or order of a court having jurisdiction in the premises for the appointment of a 
receiver, liquidator, sequestrator, trustee, custod&i or other officer having similar powers over 
the Borrower or over all or a substantial part of the assets of the Borrower shall be entered and 
such decree or order shall not be stayed, dismissed or discharged for a period of 60 days; or an 
interim receiver, trastee or other custodian of the Botrower or of all or a substantia! part of the 
assets of the Borrower shall be appointed or a wartant of attachment, execution or similar process 
against any substantial pan of the assets of the ‘Borrower shall be issued and any such event shall 
not be staye4 dismissed, bonded or discharged for a period of 60 days; or the board of directors 
of the Borrower (or any comminee thereof) adopts any resolution or otherwise authorizes any 
action to approve any of the foregoing; 

(c) the Borrower shall commence a voluntary case under any applicable bankruptcy, 
insolvency or other similar law now or hereafter in effect, or shall consent to the entry of an order 
for relief in an involuntary case, or to the conversion of an involuntary case to a voluntary case, 
under any such law, or shall consent to the appointment of or taking possession by a receiver, 
trustee or other custodian for all or a substantii pari of its assets; or the Borrower shall make any 
assignment for the benefit of creditors or shall be unable or fail, or shall admit in writing its 
inability, to pay its debts as such debts become due, or the board of directors of the Borrower (or 
any committee thereof) adopts any resolution or otherwise authorizes any action to approve any 
oflhe foregoing; or 

(d) any oflter step (including petition, proposal or convening a meeting) is taken with a view 
to the rehabilitation, administration, custodianship, liquidation, winding-up or dissolution of the 
Borrower or any otiier insolvency proceedings involving the Borrower, and, in the case of any 
such step taken by any person other than the Borrower, is not withdrawn, discharged or stayed 
within 60 days, except for any which arises from a Permined Transaction. 

13.7 (Intentionally deleled.l 
.13.8 [IntentioDally deleted.) 
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13.9 Cessation of business 

The Borrower ceases lo earn’ on a!! or a substa.otia! pa.^ of its business, o±er iha-n in connection 
with a Permined Transaction. ” 

13.10 UDiawfulness 

It is or becomes unlawful for the Borrower to perform any of its material obligations hereunder. 

13.11 Expropriation 

The authority or ability of the Borrower to conduct its business is wholly or sabstarnially 
curtailed by any expropriation or renationalisation by or on behalf of any governmental audroriry. 

13.12 Breach of Material Agreements and Finance Documents 

The Borrower commits a material unremedied breach of any Material Agreement or any other 
Finance Document and such failure continues unremedied for 30 days from the earlier of the 
Borrower becoming aware of such failure and receipt by the Borrower of notice of such rron- 
compliance from the Lender. 

13.13 Repudiation of Material Agreements and Finance Documents 

Any Materia! Agreement or any other Finance Document is repudiated ia accordance with its 
terms. 

13.14 Acceleration 

(a) The Lender shall have the right, by notice to the Borrower at least three (3) Business Days 
following the occurrence of an Event of Default (other than in the case of an Event of 
Default under Clause 13.6, in which case such notice shall not be required and acceleration 
shall be automatic) to demand that all or part of the Loan, together with accrued interest 
under this Agreement be inunediatcly paid, whereupon they shall become iiiunediately 
due and payable. 

(b) The Lender agrees that it will look solely to the Collateral (as such term is defined in the 
Pledge Agreement) for repayment of the Loan and all other amounts accrued under this 
Agreement, and that neither the Borrower nor any of its partners, employees or agents 
(including, without limitation, any of the persons set forth in Clause 19 04o Recourse) 
hereof) is personally liable to the Lender for any amounts due under this Agreement. . 

(c) Notwithstanding the non-recourse nature of the Borrower’s obligations under this 
Agreement, it is understood and agreed that foreclosure actions (or similar proceedings) 
may be maintained against the Borrower but any judgment obtained shall be enforced only 
against the Collateral (as such term is defined in the Pledge Agreement), it being further 
understood and agreed that nothing herein shall be construed in any way so as to affect or 
impair tie lien of the Pledge Agreement, or to affect or impair the holder’s right to 
foreclose on said security as provided by applicable law or, subject only to the aforesaid 
limitauon upon enforcement of any judgment against the Borrower or any of its partners, 
employees or agents or against any of the persons set forth in Clause 19 (No Recourse) 
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hereof, otherwise to limit or restrict ajiv of the rights and remedies of the Lender in any 
foreclosure proceeding or other enfoftement of payment of the Loan out of and mom the ■, 
Collateral {as such lenn is defined in the Pledge Agree.mem). 

1 4. CHANGES TO THE PARTIES 

14.1 Transfers by the Borrower 

The Borrower may not assign. tra.nsfer, novate or dispose of any of. or any interest in, its rights 
and/or obligations under this Agreement without the prior wrinen consent of the Lender. which 
consent shall not be unreasonably withheld or delayeU 

1 4.2 Transfers by the Lender 

The Lender shall have the tight to assign, transfer or novate its rights and/or obligations under 
this Agreement without the consent of the Borrower. 

15. SEVERABILITY. COUNTERPARTS 

(a) If a provision of this Agreement is or becomes illegal, invalid or unenforceable in any 
jurisdiction, that shall not affect: , 

(i) the legality, validity or enforceabilily in that jurisdiction of any other provision 
of this Agreement; or 

(ii) the legality, validity or enforceability in other jurisdictions of that or any other 
provision of this Ag'eernenL . 

(b) This Agreement may be executed in any number of counterparts, and this has the same 
effect as if the signatures on the counterparts were on a single copy of this Agreement. 

16. NOTICES 

16.1 Ghing of notices 

Except as otherwise expressly provided herein in any particular case, all notices, approvals; 
consents, requests and other communications hereunder shall be in writing and shaB, if addressed 
as provided in Clause 16.2 (Addresses for notices), be deemed to have been given, (i) when 
delivered by hand, (ii) one Business Day after being sent by a private nationally or internationally 
recognized overnight courier service, or (iii) when sent by telecopy, if immediately after 
transmission the sender's facsimile machine records in writing the correct answer back. 
However, a notice. given in accordance with the above but received on a day that is not a 
Business Day or after business hours in the place of receipt will only be deemed to be given on 
the next Business Day in that place. 

16.2 Addresses for notices 

The address, telex number and facsimile number of each Party for all notices under or in 
connection herewith are: 
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(i) for the Borrower - those specified in the Shzre Purchase AEreenre.-.u ar.d 

(ii) ■ for Lender Enron Nigeria Power Holding Ltd. 

333 Clay Street, Suite ISOr 
Houston, Texas 77002 
Aticiaon; Senior Vice President, .ASica 
Fax Number; (713)646-7433 

■with a aopy of all legal'notices to: 

Enron Asia Pacific/Afiica/Qtina 
333 Clay Street, Suite ISOO 
Houston. Texas 77002 
AttenSon: General Counsel 
Fax number; (713)345-3638 

17. GOATERNING LAW 

This Agreement, any amendments hereto in the form of supplemental agreements or otherwise, 
and any disputes between the Parties arising under or in connection with this Agreement shall 
be governed by and construed in accordance with the laws of the State of New York, United 
States of America. Any claim or controversy in connection with this Agreement shall be settled 
by arbitration conducted under the Rules of Conciliation and Arbitration of the international 
Qramber of Commerce (“ICC Rales") not inconsistent ■with the provisions of this Agreement. 
The arbitration proceeding may commence at the request of cither Party and shall be conducted 
before apanel ofthree (3) arbitrators, one (1) appointed by each Party and one (l)by the two so 
chosen. If an arbitrator is not appointed within twenty (20) days of request by either Party, any 
New Ycrk court of competent jurisdiction shall appoint such arbitrator. Judgment may include 
costs and anoroeys’ fees and may be entered in any court of competent jurisdiction. The 
arbitration shall be conducted in New York, NY, United States of America or other such place 
as the Parties may agree, in the English language. Arbitration shall be the sole method of 
resolving disputes not settled by mutual agreement. The determination of the aibitralora shall 
be final and binding on all Parties and may enforced by appropriate judicial order. 


1 8. AVAIX'ER of SOXfERElGN IMMUMTS;' 

The Borrower represents and warrants that this Agreement and the incurring by the Borrower of 
the Loan are commercial rather than public or governmental acts and that the Boirower is not 
endlled to claim immunity from set-off, action, legal proceedings, attachment prior to judgement, 
other attachment, execution of judgement or enforcement proceedings wjth respect to itself or ' 
any of its assets on the grounds of sovereignty or otherwise under any law or in any jurisdiction 
where an action may be brought for enforcement of any of the obligations arising under or 
relating to this Aperoient To the extent that the Borrower or any of its assets has or hcreaSer 
may acquire any right to immunity from set-off, action, legal proceedings, attachment prior to 
judgement, other attachment, execution ofjudgement or enforcement proceedings on the grounds 
of sovereipity or otherwise, the Bostower hereby Irrevocably waives such ri^B to Immunity in 
respect of its obligations arising under or relating to this Agreement. 
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19 . NO RECOURSE 

Th: Borrower’s obJigations under ibis .^.greemtnl are intended to' be the obiigations of t'ae 
iimited liability company only and no recourse for ibe pajment of the Loan and for a.ny other 
amount due under this Agreement or for any claim based hereon or thereon or odieiwise in 
respect thereof, shall be had against any inember of the Borrower or any incorporator, manaeing 
member, officer, director or Affiliate, as such, past, present or funire of any such managing 
member (or the general partner tbereoi) or of any successor corporation to such managing 
member (or the general partner thereol) or of any member of the Borrower, or against any direct 
or indirect pairca! corporation of such managing member (or the general partner thereol) or of any 
member of the Borrower or any other subsidiary or Affiliate of any such direct or indirect parent 
corporation or any incorporator, shareholder, officer or director, as such, pest, present or ffiture, 
of any such parent or other subsidiary or Affiliate. ' 


{Remainder of Page Left Intentionally Blank] 
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IN WTN'ESS VtHEREOF ih: panics hsvc caiy txicmcd this AfTccsrscnt on she day me year 
first above wriKea- 



EBARGE,ELC 

By: 

Name: 

Position: 


[SigBJture Pa|e to Eoan Agreeraent] 
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IN VkTrNESS WHEREOF i)>j parties have duly executed this Agreement cm the day and year- 
first above written. 

ENRON NIGERIA POWER HOEDING, LTD. 

By; ^ 

Name: 

Position: 


Poatidn: V.-eg X 


EBARGE,LLG / / 


By: 


(Signature Page to Loan AgTMment] 
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EXECiTrnyrnpv 


DATED 29 DECEMBER 1999 


ENRON NIGERIA BARGE HOLDING LTD. 


- and - 


EBARGE, LLC 


-and- 


E.NRON NIGERIA BARGE LTD. 


SHAREHOLDERS' AGREEMENT 


Pcrnianeiit Sa b committee on liivestif>afiong 

E^XHIBIT#216b. 
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SHAJ^HOLDERS AGREEMENT dated 29 Decetnber, 1999 


BETWEEN; 

(1) ENRON NIGERIA BARGE HOLDING LTD., a company registered in the Ca>-man 
Islands with its registered ofEce at Hunilaw Building, For: Street, George Towt., Grand 
Cayman, Ca)Tnan Islands C'Enron"): 

(2) EBARGE, LLC, a limited liability company registered in Delaware, with its registered 
ofSce at c/o ML Leasing Equipment Coip., 250 Vesey Street, New York. New York 
102S1 (“Ebarge"); and 

(3) ENRON NIGERIA BARGE LTD., a company registered in Nigeria with its registered 
ofnee at 35 Moloney Street, Lagos, Nigeria (the "Company"). 

WHEREAS; 

(A) Enron and Ebarge are parties to an agreement dated 29 December, 1999 (the "Share 
Purchase Agreement") whereby, inter alia, Ebarge agrees to purchase certain shares in 
the Company from Enron. 

(B) The authorised share coital of the Company as at the date hereof is N1 0,000,000 dhided 
into 1,000 preferred A shares ofNI.OOO.each, 8,000 prefcixed B shares of N 1,000 each, 
and 1,000 ordinary shares of Nl.OOO each. 

(C) The issued share capital of the Company is held by the Parties as set forth in Schedule 
1 hereto. 

(D) The Parties have entered into this Agreement in order to provide for the governance of 
the Company and certain other matters periaihing to the relationship between them. 

IT IS AGREED as follows: 

1. Tntprnretation and Defioitions 

l.I In this Agreement, the following terms shall (unless the context requires otherwise) have 
the following respective meanings: 

"A Directors" means the Directors appointed from lime to time by the holders of the A 
Shares. 

"A Shares" means the 1,000 preferred A shares of Nl.OOO each in the capital of the 
Company, defined as such in the Articles. 

. ".A .Shareliii/ders” means the holders from time to time of the A Shares. - 

"AJjfiliaie” means with respect to any Person, any other Person that (a) controls or owns 
the first Person, (b) is owied or controlled by the first Person, or (c) is under common 
ownership or control with the first person, where "own" means ownership of 50% or 
more of the equity interests or rights to distributions on account of equity of the Person 
and “contror means the power to direct the management or policies of the Person, 
whether through the ownership of voting securities, by contract, or otherwise. 

"Articles " means the articles of association of the Company in force from time to time. 
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“B Directors "mtzns the Directors appointed from time to time by the holders of the B 
Shares. 

“B Shares’ meas the S.OOO preferred B shares of Nl.OOO each in the capital of the 
Company, defined as such in-the Anicles, 

"B Shareholders” mtasis the holders from time to time of the B Shares. 

"Board" means the board of directors of the Company from lime to time. 

"Business Da}*' means a day other than a Saturday or a Sunday on which ba-T-hs art open 
for business in Lagos, Nigeria. 

"Communieation"'hm the meaning specified in clause 16.1. 

"Completion " has the meaiang given to such expression in the Share Purchase 
Agreement. 

"Consrol’’ means in relation to a company, any one or more of: 

(a) legal and/or beneficial ownership of shares carrying the right to exercise at least 
50% of the votes entitled to be cast at general meetings of the shareholders of the 
company, or any holding company of that company; or 

(b) the right to appoint directors or other oincers to the board or equivalent governing 
bodies of the company, or any holding company of that company, who have the 
right to exercise at least 50% of the votes entitled to be cast at meetings of such 
directors or other officers; or 

(c) the right (legal or de facto) to manage or direct the management of the company, 
or any holding company of that company. . 

“Cauw” has the meaning specified in clause 1 8. 1 . 

“day” means a calendar day. 

"Director" or “Directors” means a director or the directors &om time to time of the 
Company. 

"Engagement Better” means the letter of even date herewith between Merrill Lynch, 
Pierce, Fenner & Smith Incorporated and Enron Coip. relating to the acquisition of 
certain of the Shares and certain ancillary maners connected therewith, 

"Fair Market Value" means the value which is stated in writing by the firm of 
PricewaterhouseCoopers, or such other accountancy firm of imemational repute as the 
Parties may a^e, whose charges shall be borne by the Company, to be in their opinion 
fee fair value of the Shares conoeroed on a sale between a willing seller and a wiHkig 
purchaser, having regard to the rights and restrictions attached to such Shares. 

“Major Decisions " has fee meaning specified in clause 5.1. 

“jV" or "Naira” mesas the lawful currency of the Republic of Nigeria. 

"OJJer Price” has fee meaning given in the Articles. 

“Ordinary Directors” meam fee directors appointed from lime to time by the holders of 
the Ordinary Shares. 
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“Ordinary SharehoBer" mam a holder of Ordinal}' Shares. 

"Ordinary Shares" mass the !,000 ordinal}' shaies-ofNi.OOO each in me capital of she 

Company. 

"Party” or “Parties” means any party to this Acreemem or all of them, as the comext 
requires. 

“Person” includes any indis'idual, corporation, corr,pa.nv, limited liability company, 
parmership (general or limited), business, trust, or other governmental or non- 
govenunenta! entity or association. 

“Power Purchase Agreement” mam the power purchase agreement dated 6 December 
1999 made by and among Enron Nigeria Power Holding Ltd, Lagos State, the rcde.-al 
Republic of Nigeria and the National Electric Power Authority of Nigeria. 

“Sale Notice” has the meaning specified in the .Articles. 

"Shareholder” means a holder of Shares. 

“Share Purchase Agreement" has the meaning specified in recital (A). 

"Shares” means the Ordinary Shares aad'or the A Shares and'or the B Shares, as the 
context shall require. 

"Transfer" mass to sell, transfer, assign, pledge, charge, or grant a security interest 
over, or otherwise to dispose; and “Transferee" and similar expressions shall be 
construed accordingly. 

"Vniled States” and "US" means the United Sutes of America. 

1.2 Except ■where the context requires otherwise, references to clauses or Schedules are to 
clauses of or Schedules to this Agreement. 

1.3 Headings are inserted for convenience only .and shall not affect the construction of this . 
Agreemoit. 

1.4 References to any gender include all others if applicable in the context. 

1.5 All uses of mc/uaie or (fjclui/ing mean without limitation, 

1.6 References to a contract, agreement, or other document mean that contract, agreement, 
or document as amended, modified, or supplemented, if applicable, from lime to time. 

2. Esislipg Business and Interests of the Comnanv 

2.1 Existing Business of the Company. The business of the Company is the financing. 

' develqjment, owherahip and/or operation of, initially, three (3) barge mounted electricity' 
generating units located or to be located in Lagos. Nigeria, or activities andllao’ thereto. 

22 Best Interests of the Company. The Panics acknosvledge that the business of the 
Company shall be conducted by the Directors in the best interests of the Company on 
sound commercial profit-making principles so as to generate the maximum acWcvable 
maintainable cash flows available for distribution. 
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3. Dirpctors of the Company 

3.S Appointment Tnc A SfiarthoMcrs sha!! have the ri^t, exercisable by notice in writing 
to the Company, to appoint at any time np to, but no more in aggregate at any one time 
than, one A Director. The B Shareholders shall have theright, exercisable by notice in 
uriting to the Company, to ^point at any time up to, but no more in aggregate at any one 
time than, sight B Directors. The Ordinary Shareholders shall have the right, exercisable 
by notice in writing to the Company, to appoint at any time up to, but no more in 
aggregate at any one time than, one Ordinary Director. 

3.2 Removal Any A Director may be removed or replaced, with or without cause, and any 
vacancy may be filled by notice delivered to the Company by, the A Shareholders. .Any 
B Director may be removed or replaced, with or without cause, and any vacancy may be 
filled by notice delivered to the Company by the B Shareholders. Any Ordinary Director 
may be removed or replaced with or without cause, and any vacancy may be filled by 
notice delivered to the- Company by. the Ordinary Shareholders. To the extern that any 
further action (corporate or shareholder) is required to give full legal effect to any such 
notice, the Panics shall procure shat such further action is taken promptly and in any 
even! within 2! days of ie date of the notice. 

3.3 Chairperson. The position of chairperson of the Board shall be a nominee firsm time to 
time of the B Directors from among their number. The chairperson of the Board shall 
have a casting vote at all and any meetings of the Board. 

3.4 Actions of Directors. The A Shareholders, the B Shareholders and the Ordinary 
Shareholders shall take all reasonable steps to ensure that their respective nominees as 
Directors at all times comply with the requirements of this Agreement. If a Director 
votes other than in accordance with the requirements of this Agreement, then; 

(a) as between the Parties, the vote shall be deemed to be invalid and ineffective; and ' 

(b) the Shareholder who nominated that Director will procure that such Director is 
immediately removed from office and replaced by a further nominee of such 
Shareholder. 

3.5 Payment of Directors. The Directors will not be entitled to payment from the Company 
in their capacity as Directors, other than reimbursement of expenses in accordance with 
any agreement reached with the Company from lime to time. 

3.6 Board meeiings. The Board will meet not less than twice in each year, and on any other 
occasion requested by a Director, by the Company giving not less than 10 Business Days* 
prior written notice to the Directors. * 

3.7 Alternate directors. Subject to the Articles, each Director shall be entitled to appoint, 
remove and replace from time to time an alternate director. In the absence of the Director 
appointing him, an alternate director shall have all powers of that Director in relation to 
the Board and be deemed to be a member of the Board for all purposes. 

3.S Quorum. The quorum for a meeting of the Board shall be five Directors (or their 
alternates). If a quorum is not present at any meeting of the Board proposed with due 
notice, the meeting shall be reconvened on the lOth Business Day after (and excluding) 
the date of the original meeting. 

3.9 ypting. Subject to Clauses 3.10 and 3.11, each decision of the Board shall, if the decision 
does not constitute a Major Decision, require a majority affirmative vote of the Directors. 
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3.10 Management The Directors shall, subject to the Articles and to applicable law fout to 
the fullest extent pereiined thereby), have fiill and complete authority to conduct the day- 
to-day managerncnt and activities of the Company as they shall in their absolute 
discretion detemiine. 

3.11 Financing. In the event that it would at any time, in the opinion of the Board be in the 
interests of the Company to seek or obtain any fimher financing or refinancing of the 
business or operations of the Company; 

(a) the Board, or such Person or Persons as the Bord may nominate, shall and shall 
be entitled to arrange, negotiate and conclude any such financing or refinancing 
on behalf of the Company; and 

(b) the Shareholders shall co-operate in such financing or refinancing and shall 
provide such undertakings and such pledges, mongages and charges over or in 
respect of the Shares as may reasonably b: required in connection therewith. 

3.12 Indemnification. 

(a) The Shareholders shall procure that the Company shall inderrjni5’ “tth Director 

appointed under or following execution of this Agreement (and any alternate of 
such director) from all losses, costs, liabilities and expenses associated with that 
individual's service as a Director or alternate director; provided, however, that 
such indemnification shall not apply to actions constituting gross negligence or 
wilful misconduct. - ■ ; 

(b) The Shareholders shall procure that the Company and the Company agrees that 
it shall (out of the funds of the Company) indemnift' each Shareholder and its 
managing member (including the general partner thereof) and their respective 
ofiiceis, members, directors, employees, and agents from and against ail. losses, . 
costs, liabilities, and expenses (including, without limitation, reasonable 
attorneys’ fees and expenses) incurred by such party in defending any 
proceedings, whether civil or criminal, arising in connection with this Agreement 
or as a result of such Shareholder's membership Ln the Company or involvement 
in the affairs of the Company, in which judgment is given in such party's favor, 
or in which such party is acquined, or in connection with any application under 
Section 641 of the Decree (as defined in the Articles) in which relief is granted 
to such party by the Court. 


! 4. Shareholders 

4.1 Meetings of Shareholders. The Shareholders shall meet at least once every fiscal year, 
at such location and on such date and time as may be determined by the Board. Meetings 
of the Shareholders may be called by the Board, and shall be called by the Board upon 
the request of any Shareholder owning Shares representing at least 25% of a particular 
class of Shares, upon 10 Business Days' notice to all Shareholders. No business shall be 
acted upon at such a meeting that is not staled in the notice of the meeting. 

4.2 Quorum. No action may be taken at a meeting of the Shareholders unless a majority of 
the B Shareholders are present at such meeting by way of authorised representative. 
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5. Major Decisions 

5. ! Mitjor Decisions. The Shareholders shall not, and shall procure that their anDoinlees as 

Director shall not, make any Major Decision unlcss,ln addition to any other consents or 
approvals that may be require^ a majorit)' of Directors have approved such Maior 
Decision at a meeting of the Board or in «iiting (and subject and without prejudice to the 
provisions of the Articles). The following decisions constimte "Major Decisions”: 

(a) undertaking borrowings, or incurring other indebtedness, in excess of S5 million; 

(b) mergers, consolidations, sale of all or substantially all of the assets, lic.uidation 
(partial or complete) or dissolution of the Company; 

(c) issuing additional Shares in the Company or granting any right to acquire any 
other equity interest in (or instrument conveniblc into equity interests in) the 
Company: 

(d) amendment to the memorandum of association of the Company or of the Articles; 
and/or 

(e) a decision to wind up the Company. 

6. Taxation 

6. 1 All matters in relation to taxation of the Company shall be treated or determined as the 
Board shall in its absolute discretion decide. 

6.2 The Shareholders or any of them shall be entitled to procure that the Company pays ail 
amounts required to be paid by the taxation codes and laws of Nigeria and any other 
applicable law, and withholds such amounts from distributions to the Shareholders to the 
extent required to be withheld by any such codes or law, 

6.3 A Shareholder shall reimbuise to the Company any amount distributed to the Shareholder 
in respect of which the Company has paid any withholding taxes on behalf of such 
Shareholder in accordance with applicable law, promptly followring receipt from the 
Company of evidence of payment of such taxes. 

6.4 The Shareholders acknowledge that the Company shall be treated as a partnership for the 
purposes of United States income tax, and that the Company shall not be otherwise 
characterised for the purposes of any tax returns, statements or reports filed by the 
Shareholders or any of their Affiliates with the income tax authorities of the United 
States. The Shareholders shall prepare and file, or shall procure the preparation and filing 
of, with the income tax authorities of the United Stales, any form, election, or application 
which in their reasonable opinion is necessary to cause the Company to be treated as a 

, paimership for the purposes of United Slates income tax. 

6.5 The Shareholders shall not amend the memorandum of association of the Company or 
the Articles where such amendment might reasonably be expected to cause the Company 
not to be treated as a partnership for the purposes of United Slates income tax. 

6.6 None of Shareholders or their Afilliales shall take any action that might reasonably be 
expected to result in the Company: 

(a) having income effectively connected with a United States trade or business for 
the purposes of United States federal income tax; 
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(b) receiving income from a United States source for such purposes; or 

(c) otherwise being required to file a United States income lax rcttim subject to 
Clause 6.7. 

6.7 Except to the extent that the Board otherwise determines and subject to clause 6.S, the 
Shareholders shall prepare and file, or shall procure the preparation and filing ofi with the 
income tax authorities of the United kates, for or in respect of the Company: 

(a) any information and/or reporting remms for the purposes of United States income 
tax; 

(b) at the request of any Shareholder, an election under Section 754 of the United 
States Tax Code, subject to the right of any Shareholder to seek to revoke any 
such election in relation to subsequent transaaions; and 

(c) any other form, election, application or request reasonably determined by the 
Board to be desirable, 

and shall provide any information reasonably reqmred from them for the purposes of any 
such filing. 

6.S The Shareholders shall procure that the Company shall provnde a copy of any filing 
proposed to be made in accordance with this clause 6 to all Shareholders a reasonable 
time prior to the making of such filing, and no such filing shall be made to the extent that 
it might reasonably be expected to result in any increased direct or indirect tax cost to the 
Company. The Shareholders shall procure that, as soon as reasonably practicable and not 
later than 90 days following any such filing, the Company shall provide a copy of such 
filing to each of the Shareholders. 

7. fKot Used! _ - 

8. Transfer of Shares - , 

5.1 General Except as expressly prosided in this Agreement or with the wrinen consent of 
each other Shareholder, no Shareholder may Transfer any of its Shares. 

8.2 Transfers to Affiliates and Connected Persons. A Shareholder shall be free to sell and 
transfer to an Affiliate of that Shareholder, on any terms and at any price, all or any of 
its Shares, provided that: 

(a) the proposed transferee shall first have executed and delivered an assumption- 
document in accordance with clause 8.3; and 

(b) any transfer pursuant to this clause 8.2 shall not release the .transferring 
• Shareholder from any of its obligations or liabilities under or arising out of this 

Agreement prior to the time of the transfer. - ■ ' 

8.3 Transferee obligations. A Shareholder shall not Transfer any of its Shares unless prior 
to any such Transfer the intended transferee assumes (in a written document on terms 
reasonably satisfactory to the non-transfering Shareholder) all of such Shareholder’s 
obligations under this Agreement. 

9. Warranties 

9.1 Mutual warranties. Each Shareholder warrants to the other Shareholders that: 
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(a) it is a duly organised, validly, existing entity, is in good standina under the laws 
of the jurisdiction of its formation and has all requisite power md auLho-ty to 
enter into and to peribnn its obligations under this Agreeme.tt; 

(b) its execution, delivery and performance of this Agreement have been authorised 
by all necessary corporate action on its part and that of iu equity owners (if 
required) and do no: and will no: (i) violate any law, rule, regulation, order or 
decree applicable to it orfii) violate its organisational documents: 

(c) this Agreement is a legal and binding obligation of that Shareholder, enforceable 
against that Shareholder in accordance with its terms, except to the extent 
enforceability is modified by bankruptcy, reorganisation and other similar laws 
affecting the rights of creditors generally and by general principles of equity; 

(d) there is no litigation pending or, to the best of its knowledge, threatened to which 
that Shareholder or any. of its Affiliates or any Person that Controls that 
Shareholder is a party that could reasonably be expected to have a material 
adverse effect on the financial condition, prospects, or business of that 
Shareholder or its ability to perform its obligations under this Agreement. 

10. K vents of Default 

10.1 Events of Default It is an Event of Default, whether or not it is within the control of any * 

Shareholder, if: 

(a) material breach: 

(i) any Shareholder breaches a.ny material obligation under this .Agreement; 

(ii) another Shareholder gives wrinen notice ofthe breach to the Shareholder 

in default and to the other Shareholders; and 

(iii) where such breach is capable of remedy, the Shareholder in default does 
not remedy the breach wiilun 30 days after the date of the notice; 

(b) ninding-up: an application or order is made for the winding-up of any 
Shareholder or a resolution is passed or any steps are taken to pass a resolution 
for such winding-up; 

(c) receiver: a receiver, receiver and manager, trustee in bankruptcy, admiiuscrator 
or similar officer is appointed over the assets or undertaking of any Shareholder; 

(d) arrangements: any Shareholder becomes insolvent and enters into or resolves 
to enter into any arrangement, composition or compromise with, or assignment 
for die benefit of, its creditors or any class of them; 

(e) disposal of shares: any Shareholder Transfers or purports to Transfer any of its 
shares in breach of the Articles or this Agreement. 

10.2 Effect of Event of Default Without prejudice to any other right or remedy of the Parties 
under this Agreement or at law, if an Event of Default occurs in respect of a Shareholder 
such Shareholder shall be deemed to have issued to the remaining Shareholders, to be 
received on the last date on wdiich any of the remaining Shareholders becomes aware of 
such Event of Default, a Sale Notice in accordance with the Articles in respect of all 
Shares held by such Shareholder, and specifying as the Offer Price the Fair Market Value 
of such Shares. 
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n. Diwnlation and IjQuidation 

n - 1 Events Causing Dissolution, The Company shai] ^ dissolved and iis affairs wound up 
upon the occurrence of any of the following events: 

(a) the consent in writing to dissolve and wind up the affairs of the Company by the 
affinnative vote of Shareholders which in the aggregate own more than two- thirds 
(2/3) of all the Shares; 

(b) the sale or other disposition by the Company of all or sabsantially all of its assets 
and the collection of all amounts derived from any such sale or odier disposition, 
including all amounts payable to the Company under any promissory notes or 
other evidences of indebtedness taken by the Company (unless the Shareholders 
shall elect to distribute such indebtedness to the Shareholders in liquidation), and 
the satisfaction of contingent liabilities of the Company in connection with such 
sale or other disposition; or 

(a) the occurrence of any other event that, under Nigerian law, would cause the 
dissolution of the Company or that would make it unlawful for the business of the 
Company to be continued. 

1 1 .2 Distributions Upon Dissolution, 

(a) Upon the dissolution of the Company, the Board (or any other person or entity 
responsible for winding up the affairs of the Company) shall proceed without any 
unnecessary delay to sell or otherwise liquidate the assets of the Company, other 
than the Barges (as defined in the Power Purchase Agreement) or any of them, 
and pay or make due provision for die payment of all debts, liabilities and 
obligations of the Company. 

(b) The Board (or any other person or entity responsible for winding up the affairs 
of the Company) shall distribute the net liquidation proceeds and any other liquid- 
assets of the Company, accrued in accordance with clause 1 1 .2(a), after the 
payment of all debts, liabilities and obligations of the Company, the payment of 
expenses of liquidation of the Company and the establishment of a reasonable 
reserve in an amount estimated by the Board to be sufficient to pay any amounts 
reasonably anticipated to be required to be paid by the Company, which shall be 
distributed to the Shareholders in proponion to their respective holdings of Shares 
(subject always to any preferential rights attaching to such Shares). With the 
written consent of ail of the Shareholders, the Company’s assets may be 
distributed in kind to the Sharcholdei-s in the manner set forth in the previous 
sentence using valuation mechanisms agreed in writing by all of the Shareholders. 

1.3 Reasonable Time for UTnding Up. A reasonable timeshall be allowed for the orderly 
winding up of the business and affairs of the Company and the liquidation of its assets 
pursuant to clause 1 1.1 in order to minimize any losses otherwise attendant upon such a 
winding up. 

2. Bank A ccounts; Books and Records: Financial Statements 

2.1 Bank Accounts. All funds of the Company shall be deposited in its name in such bank 
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accounts, time deposits or certificates of deposit, or other accounts at such banks as shall 
be designated by the Board from time to time, and the Board shall arrange for the 
appropriate conduct of such account or accounts. _ , 


!2.2 Soaks and Records. The Board shall keep, or cause to be kept, accurate, full and 
complete books and accounts shosving assets, liabilities, income, operations, cmsaetions 
and the financial condition of the Company. Any Sha.'-eholder, or its respective designee, 
shall have access thereto at any reasonable time during regular business hours and shall 
have the right to copy said records at its ossm expense. 

j 2.3 Financial Statements and Information, 

(a) All financial statements prepared pursuant to this clause 12.3 shall present fairly 
the financial position and operating results of the Company and shall be prepared 
in accordance with generally accepted accounting principles and any applicable 
legal requirements relating to local statutory accounting and reponing standards. 

(b) Within 90 days after the end of each financial year of the Company, the Board 
shall prepare and submit or cause to be prepared and submitted to the 
Shareholders: (i) an audited balance sheet, together with audited statements of 
profit and loss. Shareholders’ equity and changes in financial position for the 
Company during such year, (ii) a report of the activities of the Company during 
the year, and (iii) an audited statement showing any amounts distributed to the 
Shareholders in respect of such year. 

13. Shareholder obliralinns 

(a) Each Shareholder covenants that neither it nor any of its Affiliates nor any of their 
officers, directors, employees, agents or stockholders shall make, or cause to be 
made, in connection with the business or affairs of the Company, any payments, 
loans or gifts or promises or offer of payments, loans or gifts of any money or 
anything of value, directly or indirectly: 

(i) to or for the use or benefit of any official or employee of any government 
or agency or instrumentality thereof; 

(ii) to any political party, or official or candidate thereof; or 

(iii) to any other Person either as an advance or as a reimbursement if it knows 
that any part of such payment, loan or gift will be directly or indirectly 
given or paid by such other Person to an official, party, party official or 
candidate referred to in sub-paragraph (i) or (ii) above, or will reimburse 
such other Person for payments, gifts, or loans previously made, to any 
such official, party, party official or candidate. 

(b) Each Shareholder shall provide, on or before the 30lh day after notice from one 
of the other Shareholders so requesting, the requesting Shareholder with 
certification to the effect that it has not, and its Affiliates and their personnel have 
not. made or sought any payments, directly or indirectly, in violation of this 
clause 13. 

14. Connicts aod further assuranrec 
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14.1 Conjlias. In the even! of any confliet betv.’een the provisions of this Aereextnt zr.i the 
Anicles, the provisions of this Agreement shall prevail as between the Shareholcers, 

!4.2 Further assurances. The Parries shall, and shall cause their respective Afnliates and the 
Company to; (a) exercise all voting and other rights and poweis available to them so as 
to give effect to the provisions of this Agreement; and (b) if necessary' ensure any 
required amendment to the memorandum or anicles of association of the Company as 
may be necessary to give effect to the intent and purpose of this Agreement. 

15. Confidentiality 

15.1 Duty of confidence. Each Shareholder shall, and shall cause its Affiliates to, keep 
confidential all wrinen and/or electronically stored data in relation to the business, 
operation and affairs of the Company; provided, however, that this obligation of 
confidentiality shall not apply to any disclosure of information; 

(a) that is in or enters the public domain without a breach of a duty' of conndemiality 
by the disclosing Person; 

(b) the disclosure of which is required by law, regulation, legal process, or orderof 
any court or governmental body having jurisdiction or pursuant to the regulations 
of any securities exchange upon which any of the Parries is listed; 

(b) to its Affiliates, and to the employees, agents, consultants, bankers, financial and 
professional advisers of that Party or its AfSliate, provided that (i) they have a 
reasonable need to know the information and (ii) they are instructed and agree in 
writing to maintain such information confidential; or 

(c) where such disclosure is reasonably required in connection with the financing or 
refinancing of the business or operations of the Company or of any Affiliate of 

. ‘ the Company. 

15.2 Specific exceptions. Notwithstanding the provisions of clause 15.1, in the course of a 
negotiation to sell Shares in accordance with clause S, a Shareholder may disclose 
information that would otherwise be subject to the provisions of clause 15.1 to a 
prospective purchaser or adviser, provided that such Person shaU first enter into a binding 
undertaking with the other Parties that such Person will (a) only use such information for 
the purpose of evaluating the proposed purchase of Shares, and (b) maintain the 
confidentiality of such information in accordance with the provisions of clause 15.1 as 
if it were party to this Agreement and bound by it. 

15.3 Remedy for breach. Each Shareholder acknowledges that damages would be an 
insufficient remedy fora breach of clauses 15.1 or 15.2 and that any Party may apply for 
injunctive relief to compel compliance by a Shareholder with the provisions of such 
clauses. The provisions of clauses 1 5. 1 to 1 5.3 inclusive are intended to benefit each 
Party and their respective Affiliates. 

15.4 Announcements. Without prejudice to Clause I5.I, any announcement orcircuiaror 
other publicity relating to this Agreement or any termination hereof shall prior to its 

■ publication be approved in writing by each of the Panics as to its content, form and 
manner of publication (such approval not to be uiueasonably withheld or delayed) save 
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for any aimouncement, circular or other publicit>- required to be made or issued by any 
Part}' pursuant to the regulations of any securities exchange upon which it is or is'to be 
listed. Save as permined by the preceding sentence, no Part}- shall make an%' 
announcement or issue any circular or other publicity relating to this Agreement or any 
terjnination hereof, provided that such Party shall use its reasonable endeavours to 
provide a copy of such publicity' five Business Days prior to the making or issue thereof. 

15.5 SunivaL The provisions of clauses 15.1 to 15.4 inclusive shall s’urs-ive for a period of 
3 years following any termination of this Agreement. 

16. Notices 

1 6.1 Manner of service. Any written communication or document, including process in any 
legal action or proceedings (a “Communication") which any Part}- may desire to give or 
deliver in connection with this Agreement shall be delivered by hand or sent by fax to the 
addressee at its address or fax number set out in clause 1 63 (any such notice sent by fax 
to be confimted in hard copy form by post or by hand, provided that this shall not prevent 
the notice from having been effectively delivered upon receipt by the addressee of the 
relevant fax). 

1 6.2 Time of notice. A Communication shall be deemed to have been given, if delivered by 
hand, at the time of deliveiy, or, if sent by fax, on the Busineb Day following the day on 
which the same shall have been transmitted (provided that a copy of the Communication 
is delivered by hand as soon as is practicable). 

16.3 Addresses. A! the date of this Agreement the addresses, fax numbers and, where 
applicable, contact names of the Panics for the purposes of Communications are as 
follows; 

If the notice is to Enroaf 

Enron Nigeria Barge Holding Ltd. 

333 Qay Street, Suite 1800 
Houston, Texas 77002 

Attention: Senior Vice President, Africa 

Fax Number: 1 713 646 7433 

with a copy of all legal notices to: 

Enron Asia Pacific/Africa/China 

333 Clay Street, Suite 1 SOO - 
Houston, Texas 77002 
Attention: General Cotmsel 

Fax Number: 1 713 345 5538 


If the notice is to Ebarge: 

Ebarge, LLC 

do ML Leasing Equipment Corp. 
World Financial Center 
North Tower 
250 Vesey Street 
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New York, N=vi-Yoric 10281 
Anention; William Fuhs 

Telephone: (212) 449-9782 _ 

Telecopy: (212)449-1787 

with a copy of each such notice to be simultaneously gis'en, delivered or served to the 
following address: 


ML Leasing Equipment Coip. 

Controller's OiEce 
World Financial Center 
South Tower- 1 4th Floor 
225 Liberty Street 
New York, New York 10080 
Anention: KiraToone 
Telephone: (212)236-7203 
Telecopy: (212)236-7584 

The Parties may change their address, fax number or contact name for the puipose of 
Communication by notice on the other Parties served in accordance with this clause. 

1 6.4 Proof of service. In proving service of a Communication, it shall be sufficient to prove 
that the envelope containing the Communication was properly addressed and delivered 
to the address shown thereon, or that fax transmission of the Communication was made 
after obtaining in person or by telephone appropriate evidence of the capacity of the 
addressee to receive the same, as the case may be. 

17. General 

17.1 Regulation. The Parties shall cooperate with each other from time to time to ensure that 

all information necessary or desirable for the making of (or responding to any requests 
for further information consequent upon) any notifications or filings made in respect of 
this Agreement, or the transactions contemplated hereunder are supplied to the Person 
dealing with such notification and filings and that they arc properly, accurately and 
promptly made. ' 

17.2 Successors and Assigns, Neither Party may assign any of its rights or obligations under 
this Agreement in whole or in part without the approval of each of the other Panics. This 
Agreement shall enure for the benefit of and be binding on the respective successors in 
title and pemtined assigns of each Shareholder who shall procure in transferring any of ■ 
its Shares in the Company 'that each such transferee shall execute an assumption- 
document as provided in Clause 8.3 hereof. 
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] 7.3 A'o Kaiver. No waivsr by a Pmy ofa failiirt or failures by any of the other Panies to 
perfotm any provision of Ciis Agreemem shall operate or be construed as a waiver ir. 
respect of any other or further failure whether of a Hke or differem charaaeror a waiver 
by any other Party. No failure or delay on the part of a Shareholder in exercising a-ny 
right, power or privilege heretmder and no course of dealing between the Sha.'taoldcrs 
and the Company shall operate as a waiver thereof; nor shall any single or paraai exercise 
of any right, power or privilege hereunder preclude any other or further exercise thereof 
or the exercise of any other right, power or privilege. The rights and remedies herein 
expressly provided are cuinuiative and not exclusive of a.ny other rights or remedies 
which a Shareholder would otherwise have at law or in equity or otht.'wise. 

17.4 Amendment Except where specifically provided, this Agreement may be amended only 
by an instrument in writing signed by duly authorised representatives, of each of the 
Parties. 

1 7.5 No partnership or agency; no fiduciary duties. 

(a) Nothing in this Agreement (or in any of the arrangements contemplated hereby) 
shall be deemed to constitute a partnership betw'een the Parties or any of them 
(other than in accordance with the provisions of clause 6), nor constitute any 
Party the agent of any other Party for any puipose. 

(b) No Shareholder shall without the written consent of each of the other 
Shareholders enter into contracts with third parties as agent for the Company nor 
shall any Shareholder describe itself as agent as aforesaid or in any way hold 
itself as being agent as aforesaid or as representing the Company. 

(c) Except as expressly and specifically provided in this Agreement or in another 
agreement in writing to. which it is a party, no Shareholder and no Affiliate of a. 
Shareholder shall by virtue of this Agreement or otherwise owe any duty of care, 
duty of loyalty or other fiduciary duty to any other Party or its Affiliates. In 
particular, but without limitation to the generality of the foregoing, nothing in this 
Agreanem shall prevent a Shareholder or its Affiliate 6om carrying on or owning 
an interest in any other business or opportunity without having to offer that 
business or opportunity to the Corapany. 

17.6 Sm’erance. If any provision of this Agreement is finally detennined to be, or becomes, 
invalid, illegal or unenforceable, or if the actions or matters contemplated by any of the 
provisions of this Agreement are finally determined to be, or become, illegal, then such 
provision shall, so far as invalid or unenforceable, be given no effect and shall be deemed 
not to be included in this Agreemem, but without affecting or invalidating the remaining 
provisions of this Agreemem. Notwithstanding the foregoing, the Parties shall thereupon 
negotiate in good faith in order to agree the terms of a mutually satisfactory provision 
achieving as nearly as possible the same commercial effect, to be substitute for fte 
provision found to be invalid,-illegal or unenforceable. - 

n.7 Costs and expenses. Costs and expenses incurred in conrtection with the negotiation, 
entering into and completion of this Agreement shall be paid in accordance with the 
Engagement Letter. 

17.8 Entire Agreement. This A^ecment sets out the entire agreement and understanding 
between the Parties with respect to the subject matter hereof, save for any agreement 
expressly contemplated by this Agreement. It is agreed that: . 


- 14- 


MS 04987 



2151 


(a) no Party has tntered into thrS Aireimem in reliance upon any represcr.'.atior.. 

w^ianty or andenaking of any other Pany which is not expressly set out or 
referred to in this Agreemen!; — ' ■ 

(b) no Pany shall have any remedy in respect of misrepresentation or unmue 
statement made hy any other Pany atitss and id fee extent that a claim lies for 
breach of a warranty under this Agreement; 

(c) this clause shall not exclude asy liability for fraudulent misrepresentstios. 

17.9 ' Cnuhterpara. This Agreeroem may be entered into in any na.-nber of countema.TS. each 
of which when executed by one or more Parties shall be an original, but all the 
counterparts shall together constitute one and the same inssrumenl. 

17.10 Limitation on Liabilitp, Notwithstanding apy other provision of this'-Agietment, no 
Shareholder nor any of its .Affiliates shall be liable, whether in contract, tort, wairanty. 
negligence, strict liability, or otherwise, for any special, indirect, incidental, or 
conseijuentia] damages arising out of or in connection with this Agreement or its status 
as a Shareholder or an AiSiiate of a Shareholder. 

17.11 No Recourse. The obligations ofeachofthe Parties under this Agreement are intended 
to be the obligations of a limited liability company only and no recourse for the pamenl 
of any amotsst due under this Apeeroen! or for any claim based hereon-or thereon or 
otherwise in respect thereof, shall be had against any member of such Party or any 
incorporator, managing member, officer, director or Aiiiliaie, as such, past, present or 
future of any such tnastagiag member (or the general partner thereof) or of any successor 
corporation to such managing membth (or the general partner thereof) or of any member 
of such Party', or against any direct or indirect parent corporation of such managing 
member (or the genera! partner thereof) or of any member of such Party' or any other 

. ■ subssdiajy or Affiliatc'of zay such direct or indirect parent coipotation or any 

incoipontor. shareholder, officer or director, as such, past, present or future, of any such 
parent or other subsidiary or Affiliate. 
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18. novfrniBg Law; Disante ResoluticMi 

This Agreement, any amendments hereto in the form of supplcmenta! agreements or 
Otheru'ise. and any disputes benveen the Parties, shall be governed by and consnued in 
ascordance with the laws of the State of New Yoifc, United States of America. Any claim 
or ccaitrovetsy in connection with this Agreement shai! be settled by arbitration 
conducted under the Rules of Conciliation and Arbitration of the Intensational Chamber 
of Commerce f ‘ICC Rules”) not inconsistem wthfte provisions of this Agreement. The 
arbitration proceeding may commence at the request of either Party and shai! be 
conducted before a panel of three (3) arbitrators, one (!) appointed by each Pa-ty rad one 
(1) by the two so chosen. If an arbitrator is not appointed within twenty (20) days of 
request by cither Party, any New York coun of competent jurisdiction shall appoint such 
arbitrator. Judgment may include costs and attorneys fees and may be entered in any 
court of competent jurisdiction. The arbitration shall be conducted in New York, NY. 
United States of America or other such place as the Patties may agree, in the English 
language. Arbitration shall be the sole method of resolving disputes not settled by mutual 
agreement. The deicrminaticin of the arbitrators shall be final and binding on ail Parties 
and may enforced by appropriate judicial order. 

19. Not Used 

20. Waiver of Sovereteg Immunity 

Each Party for itself and its Affiliates unconditionally and irrevocably agrees that; 

(a) its obligaticns under this Agreement constitute private and commercial acts rather 
than public or govemmenttl acts; 

(b) .to the extent that.h.m.ay in any jurisdiction dim for itself or its assets or revenues ’ 
immunity from suit, execution, attachment {whether in aid of execution, before 
judgement or otherwise) or other legal process and to the extent that in any such 
jurisdiction there may be attributed to it or its assets or revenues such immunity 
(whether or not claimed), it shall not claim, and it irrevocably waives, such 
immunity to the foil extent permined by the laws of such jurisdiction; and 

(c) it waives, to the fullest extent permitted by applicable law, any power, right or 
entitlement that it might otherwise have in any proceedings in connection with 
this Agreement to request or seek that any other Party should be required to 
provide security for the costs of such Party in such proceedings. 

21. Duration 

21.1 This Agreement shall continue in foil force and effect until the first to occur of the 
following dates; 

(a) the date on which the holders of shares of one class in the capital of the Company 
acquire all of the shares of each other class; or 

(b) the date of the Company’s winding-up, or its dissolution in accordance with 
clause 11, 

Provided that the terms of this Agreement shall nevertheless continue to bind the 
Shareholders ihereafler to such extent and for So long as may be necessary to give effect 
to the rights and obiigations embodied herein. 
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AS WTTNXSS ihis Ae>ct:7inl ha bsrr. Eip;c by Oie d’j!y hathcrissc rfprsser.tcr.vcs 
of ths Panies the day acd year &st before wrhten. 



Title; ~b;ju_£;^T5iv. 


EMARCE, LLC 
Bv: 

Name: 

Title: 



fSiguature Page to Shareholders’ Agreemew] 


MS 04991 



2155 


AS WIThXSS this Agrerrorat Sias be:a signed by the duly authorised representatives 
of the Parties the day and year first before tfiitten. 


ENRON NIGERIA BARGE HOLDING LTD. 
Br 

Name: 

Title: 



s5 • Vo^i 

Name: 

Title: 


V=.l^v; 

A Trens^^/- 


ENRON NIGERIA BARGE LTD. 
By: 

Name: 

Title: 


(Signature Page to Shareholders* AgreemenfJ 
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SCHEDULE 1 
Issued Share Capii^ 


Shareholder 

Class of Shares 

No. of Shares 

Ebargc, LLC 

Preferred A Shares 

Ordinarj’ Shares 

1,000 j 

1,000 i 

1 

Euron Nigeria Barge Holding Lid. 

Preferred B Shares i 8,000 f 
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BENEFITS TO ENRON SUMMARY 

Deal Name: Bargeco Dollar Amount: S75 million 

Date: 6/29/00 

Description of Transaction: Estob sold barges to Merrill lyncb (ML) in December of 

1999, promising that Merrill would be taken out by sale to another inyestor by June, 

2000. The project could not be sold by June, so without LJM2’s purchase Enron 
would have had to strain the ML/Enron relationship or repurchase the assets and 
reverse earnings and funds Dow on the original transaction. 

Enron Busness tinfi Benefited; Enron International (Afirica) 

Did the deal result in a direct or indirect benefit to Enron? Indirect 

Primary Benefit Avoidance of earnings and funds Dow reversal indirect) 

Funds Flow Direct Funds Flow Indirect SlS.O minion 

Earnings Direct S2.0 .Eamings Indirect S12.0 milUon 

Fees Saved: 

Other eouitv investois hidtfing on the transaction: none 

Did the deal dose with UM? yes 

Other benefits to Enron: 

o Protected flie Enfon/ML relationship 
o Speed of execution - under three weeks 
o Complexity — N4;erian structured transaefion 

o Wiliingness of execution - Project was located in Nigeria, project was hdrind 
schedule and little time was available for due diligence. 


Comialcdby: A(» Roman 


Permanent Siihcommittee ftn Investigations 

EXHIBIT #217 


MK009302 


CoalidentialTreatiiirat 

Requested 
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From: 

Sent: 

To: 

Cc: 

Subject 


Toone, Kira (IBK-NY) . 

Tuesday, June 13. 2000 121 PM 

’ahoffman@wbam.com' 

V^enti, Joseph S (IBK-NY); Haugh, Gerard (IBK-NY) 
Ebarge LLC 


Alan. 

As we approach June 30, 2000 I am getting questions concerning Ebarge. LLC. It was our understanding that Merrill 
Lynch !BK positions wouid be repaid its equity investment as well as a return on .its equity by this date, is this on schedule 
too^ur? Piease advise. 

Regards, 

Kira 
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Valenti, Joseph S (!BK«NY) 

From: Calin.Gsry (!BK-NY) 

Sent 'Hiursday, June 15.2000 8:44 AM 

To: Vaienfi, Joseph S (IBK-NY) 

Subject PVV* Biai^e Letter-Enron 


tyj 

— Otioinal 

l*mm: Twnas^. Jaan f!SK«NV5 

SenC Wafinesday. June 14. 2a00 2:54 PM 

Ta Carfin. Gary (13K-.MY) 

$Mbject: PW; Eterga Lettar-Enrcn 

Gary. 

See pefow— latest Inte re Emjn subject we discussed j^teiday, 
Jean 


— ~OilSl 1 na! Mes£ag»-~> 
From: 

SanC 
To: 

Subjaet: 

FTl. afl £s well 


WstPe^pK43AL) 
WetSnasday. June U. 2Q0G 2.-S2 PM 
Ton!as#BI,Jea?) 

FW: Ebarge Uttar 


— ^OHoiriai Messaga— — 

From: Fuhs, WHBam R.{IBK4iY) 

Sarrt; WedneMlay, Jane 1*. 2QO0 1’.25 PM ' ' 

To: WJteon. GeoftiSY {iSK-NY): Fum. Robert (!BK43Ai.} 

Street: RE: SUrga Lsster 


Rob & Geoff, 

! Just had a eai! with Dan Boyia (he pre-empted our letter) about the Nigen'an Barges transastlm. 

Enron has lined up a new buyer. This new buyer w® purchase our ownership interest in the EBarge for tre agreed upon 
^Qunt outlined in the previousiy forw^ed memo. Additionaily, Enron has already engaged V&E to draft the 
documentation necessary & there should be no problem wr^pr.g this up raSier quickly. 

Thanks, 

Bill 


From: Wffison. Geotfmy{lSK-NY) - 

Sant; Wednesday. Jun« 14. ;^S0 12:£a PM 

To: Furst. Roban (I8K-D/UJ 

Cc Fuha.MUamR.GSiWhO 

SubjoeC Etarge tetter 


Rob- 

Attacdied for your review is the letter to Enron concerning our equity Investment in Enron Nigeria Barge Ud. Let me 
know If you wrauld Uks me to make any rdianges. 

Regards, 

Geoff Wison 

Strategic Asset & Finance Group 

(212) 449-9036 

« Re: Lett8ii.doc » 


Pcrinaneiit Subcoinmiilee on Investigations 

EXHIBIT #219 


MS 06634 




2160 


toe 14, 2000 


Mr. Dan Boyie 
Enron Corp. 

1400 Smith Street 
Houston. ^X770Q2-73^9 

Re; Equity Isveswieiil in Enna Nigeria BatjeLnl 

Cte Decemba- 29. 1999. Barge liC, » limited lability congany controlled by Mnrill lynch 
CEtarge”), purchased 1,1X30 Prefetrod A Shares and 1,000 Ordinary Shares of Enron Nigeria 
Barge ltd. for $28 million. S2 1 lailiion of *4 $28 nnUion purchase price was lea D Eterge by 
Enron Nigeria Power Holfiaa Ltd. The leiminiBE $7 nullioa t^neseots Eharge’s na equity 
InvesBiasat in Enron Nigeria Barge ltd. Enron has agreed to purchase the sharo from Eha^e by 
toe 30, 2000 for a purchase price, net of fee balance on die loan from Enron Nigeria Powe 
Holding, ltd, of$7,S!«.97S.SS.- 

Please wire this smauni to the foliowmg aecoura an or hefree lime 30, 2000: 

Chase Manhattan Bank 
For the Accoiaa of Ml IBK Posidons. inc. 

Aeeocmut: ■■■■T 
ABAS; 0214X304121 

Oiff counsel, WKuraa Breed Abbott &. Motgan, will Sarward an to you for your eaeeufioo prior to 
the transfer of tods, docusienatioH induding a Stock Piachase Agreement and Stock Transfers 
evidencing die nansfer of shares from Ebarge LIC lo Enron and ihe assumption of dttr Enron 
Nigeria Powc Holding, ltd. loan by Enron. 

Sineerdy, 


Rohm S. Furst 
Managing Director 

cc; I. Brown 
J, Tomaselli 
W.Fnhs 
G. Wilson 
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Cariddl, Curt (Private Squity Finance) 

From: Cariddt, Curt {Privste Scultv Finance) 

Sent: Friday. January 18. 2002 1Q:5Q AM 

To: Valenti. Joseph S (Private Equity Finance): Devins. John iGMl NV-Finarcs)- Fosina John 

(ML & Co. Finance) 

Cc: Carlin. Gary (iSK-NY) 

Subject: RS: eS^ge 


FY!, dasciptlcms for the acct#s provided by Joe Valenti 

13019 - 'Otfier invesbnents" used for other non-highiy liquid Investments in equity secu.n!ies heic by non-B.-T) 

not subject to SFAS #1 1 S, 

43015 - "IBK Strategic Svcs" 

4^422 - -Other Revenus-Othsr“ dsaibiflions from various partiersnips (we oot a K-1). 


Cart Cariddi 
Pnvaie Equ«>' Finance 
3 * World Firuaaal Ctr.*24ili Fir, 
New York. NT lOOSO 
S 2!2-«9-230j 

£ t JO 

Celt 9t%’ST.'459 
M ceandds'l cxcl:anss.mlcoir. 


95 Greene Si.*’ih Fir. 
Jersey S7 OTjCI 
201-6T5.Q595 
20l-6Tl-iSiO 


On^nal Message—^ 

Frcras , Veleno, S {Pnvaui Scsjicy FnarKa)- - ■ . - 

Senti Fraay, January 18, 2002 9:26 AN 

To; Canasfc, Cun (PSvatB Ec^ty B^anai); OevB», Josn {GMI MV-financs); Focna. Jonn ?mu &. Ca. =insnce5 

Ce Csriin, Gary (ISK-NY) 

Sutdect: RE: eBarge 


As requested, here are the accounts tiiat were hit ; 

a) S7.000.000 Investment - Acct 13019 on the books of MLIBK Positions, !nc. 

b) . 250.000 advisory fee - Acct 4301 Son the books of MLPF&S 

c) 52S.00Q return on equi^- Acct4S422on the books of MUSK Positions, inc. 

Any questions, please let me know. 


-—Original Message— ■ 

From: Cartodi. Cun (Private Saulty Rnanc») 

Sent: Friday, January 18. 20023:07 AAI 

To: Oevme. Jc»n (OM! NY-Finanse): Fosina. J^rs {MLS Co. rinancaj 

Cc Cartm. Gary (IBK-NY}; Vaiena. joseo-n S fPnvais Esatty Finance)' 
Subject eSar^ 


On 12(30/99. ML 5BK Positions funded's S7L: >s..uity Investment in' E-B^g&. LLC through a direct oaymsrjt to 
Etxrm Nigerian Power Hidgs Ltd. {one of E-Barge. LLC's investments). We wfi.re paid a fee of S25QK at the Sme 
of funding. The funtSng was considered by Enron ss a bridge to oermanent equity and Sie ai^ngsment called for 
them to pay rnterest of 15% per annum on such investment. Tne equity'bridge was taken out on S/2S/QQ for 
S7.525M (S525K Irvteresl @13% for six months} on aie sate of the investment to LJM-Z E-Barge LLC. TTie S250K 
fee plus the S525K interest totaled a 22.14% annuaiized return. 

Any Questions pis call me or Joe Valenti. ! am in JC tocay. 

Curt Cariddl 
Pnvate Equiry Finance 

3 4 Worid Firswcal Cif.-24* Fir. 95 Grsetie St-'"* Fli. 

Ne» York. .ST loose Jersej-Ojy.Nl OT-OZ 

a 2i:.A49.23i)3 :oi-6:i-o395 

t 2i:-W«-Ul9 20|.6TI-i5ia 

Cdl 91“-2Sr-S4S9 
SSt cc»ddt:S ccciun5e.rel.com 


1 


Permanent Suhcommittee on Investigations 

EXHIBIT #220 
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Tracking: 


Hedoient Read 

Valenn. Joseort S (Privais Hsuity Finance) Rea(l:01Ma'20C2 1C:55 AM 

Devine, jofxn (GWI NY-Fnance) Read: Ol.'2Z-20:2 7;=4 AM 

Fasma. Jann (W- & Ca. Finance) Read; Qi/lSi'Sacz 1C:5A AM 

CadiaGary (JSK-NY) Read: 01/1 a-2SG2S.23?M 
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Valenti. Joseph S (ISK-NYl 


From: 

Sent 

To: 

Cc: 

Subject 


Taone, ICra (ISK-!^) ' 
Thursday, 04. 2Q0Q 5:42 PM 
Cadin, Gary (IBK-NY) 

Valsnfi, Joseph S (IBK-NY) 
Ebarge LLC 


Gary, 

Attached is the calculation of tie income accrual for Ebarge LLC: 

Income acrrued from 12/29/95-12/31/SS 
($7,000,000 * isya* 2 /365) = $5,753.42 


Inasme accrued from 1/1/00- 5/3/00 
($7,000,000 • 15% ' 124/363) * $355*737.70 

Total Income accrued to date 55.753.42 + $353,737.70 *S $361,491.12 


FYI- the investment is on frie books of ML 18K positions. You may receive wiring instrucdons from either Gerard Haugh or 
Mika DeSellis. 


Regards. 

lOra 
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SHARE PURCHASE AGREEMENT 


THIS SHARE PURCHASE AGREEMENT (ths “Agreement”) made as of the 29th day 
of June, 2000, by and between IJM2-EBARGE, EEC, a Delaware limited liability company 
(herein^BT referred » as the “Purchaser^, and ME IBK POSITIONS, INC., a Delaware 
corporation (hereinafter referred to as the “Sellei'’). 

WITNESSETH: 

WHEREAS, the Seller is the record and beneficial owner of one (I) common share, par 
value Sl.OO, ofEBARGE, ELCfthe ‘'Purchased Share"), constituting the entire share capital of 
EBARGE, EEC, a limited liability company incorporated under the laws of the Cayman Islands, 
B.W.I (hereinafter referred to as the “Company”); and 

WHEREAS, the Seller desires to sell, and the Purchaser desires to purchase, the 

Purchased Share upon and subject to the terms and conditions hercmaflqr set forth; 

NOW, THEREFORE, in consideration of the foregoing premises, the mutual 
agreements, representations, warranties and covenants herein contained, and other good and 
valuaWe consideration, the receipt and adequacy of which axe hereby acknowledged, the parties 
hereto hereby agree as follows: 

ARnCEE I ' 

PURCHASE AND SALE 

LI Purchase of the Purchased Share . Simultaneously with the execution of this 
Agreement, the Seller shall sell to the Purchaser, and the Purchaser shall purchase fixrm the 
Seller, the Purchased Share for the consideration specified in this Article I. 

1.2 Purchase Price . The purchase price for the Purchased Share shall be Kven 
million five hundred twenty-five thousand dollars ($7,525,000). 

1.3 Payment of Purchase Price . Simultaneously with the execution of this 
Agreement, and in consideration for the Purchased Share, the Purchaser shall pay to the Seller 
the purchase price for the Purchased Share, by wire transfer of immediately available funds, to 
an account designated by the Seller, in the amount of seven- million five hundred twenty-five 
thousand dollars ($7,525,000). 

ARTICLE g 

REPRESENTATIONS AND WARRANTIES 


2.1 Representations and Warranties of Seller . The Seller hereby represents and 
warrants to the Purchaser that; 
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(a) Due Organization . Seller is a corporation duly organized, %’alidly existing and in 
good standing under the laws of the Slate of Delaware. 

(b) Puithased Share . The Seller is the lawful owner of the Purchased Share, free and 
clear of restrictions on transfer, taxes, security interests, options, warrants, purchase rights, 
contracts, commitments, equities, claims, and demands resulting from the act or omission of the 
Seller. The Seller is not a party to any option, warrant, purchase right, or other contract or 
commitments that could require the Seller to sell, transfer, or otherwise dispose of any capital 
stock of the Company (other than this Agreement). The Seller is not a party to any voting trust, 
proxy, or other agreement or understanding with respect to the voting of any capital stock of the 
Company. The Purchased Share constitutes ail of the issued and outstanding shares of capital 
stock of the Company. 

(c) Authoriation . All of the issued and outstanding shares of capital stock of the 
Company have been duly authorized, are validly issued, fully paid, and nonassessable, and are 
held of record by the Seller. There are no outstanding or authorized options, warrants, purchase 
rights, subscription rights, conversion rights, exchange rights, or other contracts or commitments 
that could require the Company to issue, sell, or otheiwise cause to become outstanding any of 
its capital stock. There are no outstanding or authorized stock appreciation, phantom stock, 
profit participation, or si mi lar rights with respect to the Company. There are no voting tru^s, 
proxies, or other agreements or imderstandings with respect to the voting of the capital stock of 
the Company. The Seller has foil corporate power and authority to execute the Agreement and 
perform its obligations hereunder.- The execution, delivery and performance of this Agreement 
by the Seller has been duly authorized by all necessary corporate action on the part of the Seller 
and this Agreement constitutes a legal, valid, and binding obligation of the Seller enforceable in 
accordance with its terms. The Seller need not give notice to, or make any filing with, or obtain 
any authorization, consent or approval of any governmental or governmental agency in foe 
United States in order to consummate the transactions contemplated hereby. 

(d) Noncontra mention . Neither foe execution and foe delivery of this Agreement, nor 
the consummation of foe transactions contemplated hereby, will (1) violate any United States 
constitution, statute, regulation, rule, injunction, judgment, order, decree, ruling, charge, or court 
to which foe Seller is subject under foe laws of the United States or, any provision of its charter 
or bylaws or (2) conflict with, result in a breach of, constitute a default under, result in foe 
acceleration of, create in any party foe right to accelerate, terminate, modify, or cancel, or require 
any notice under any agreement, contract, lease, license, instrument, or other arrangement to 
which foe Seiler is a party or by which it is bound or to which any of its assets is subject 

2.2 Representations and Warranties of the Company . 

(a) Organization, Qualification, and Corporate Power . The Company is a company 
duly organized, validly existing, and in good standing under the laws of foe jurisdiction of foe 
Cayman Islands, B.W,I, The Company is duly authorized to conduct busmess and is in good 
standing under foe laws of each jurisdiction where such qualification is required. Attachment A 
hereto lists the directors and officers of foe Company. The Seiler has delivered to foe Purchaser 
correct and complete copies of foe Memorandum and Articles of Association of foe Company (as 
amended to date). The minute books (containing the records of meetings of the stockholders, foe 
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board of directors, and any committees of the board of directors), the stock certificate books, and 
the stock records books of the Company are correct and complete. 

(b) Title to Assets . The Company has good and marketable title to, or a valid 
leasehold in, the properties and assets used by it, located on its premises, free and clear of all 
security interests arising fi-oin any willing or knowing act or omission of the Company. 

(c) Events Subseouent to December 29. 1999 . Since December 29, 1999: 

(i) the Company has not sold, leased, transferred, or assigned any of its 
assets, tangible or intangible; 

(ii) the Company has not imposed any security interest upon any of its assets, 
tangible or intangible; 

(iii) there has been no change made or authorized in the formation and 
organizational documents of the Company, other than in connection with the re-domiciling of the 
Company from Delaware to the Cayman Islands, B.W.I. on February 17, 2000 and the 
amendment made to the Articles of Association on the date hereof; 

(iv) the Company has not issued, sold, or otherwise disposed of any of its 
capital stock, .or granted any options, warrants, or other rights to purchase or obtain (including 
upon conversion, exchange, or . exercise) any of its capital stock, other than in connection with 
the re-domiciling of the Company from Delaware to the Cayman Islands, B.W.I. on February 17, 
2000 and the amendment made to the Articles of Association on the date hereof; 

(v) the Company has not made any loan to, or entered into any other 
transaction with, any of its directors, officers, and employees; 

(vi) there has not been any other material transaction involving the Company; 
and 

(vii) the Company has not committed to any of the foregoing. 

(d) Undisclosed Liabilities . The Company has no liabilities (and to its knowledge 
there is no basis for any present or future action, suit, proceeding, hearing, investigation, charge, 
complaint, claim, or demand against the Company giving rise to any liability), except for 
liabilities under the Loan Agreement, dated December 29, 1999, between the Company and 
Enron Nigeria Power Holding, Ltd. and under the transaction documents related thereto. 

(e) Legal Compliance . The Company has complied with all applicable United States 
federal, state and local laws (including rales, regulations, codes, plans, injunctions, judgments, 
orders, decrees, rulings, and charges thereunder), and no action, suit, proceeding, hearing, 
investigation, charge, complaint, claim, demand, or notice has been filed or commenced against 
the Company alleging any failure so to comply. 
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(f) Tax Matters . The Company has filed all United States tax renims that it w'as 
required to file. All such tax returns were correct and complete in all respects. All United States 
taxes owed by the Company (whether or not shown on any tax return) have been paid. 

(g) Certain Business Relationshios . The Seller has not been involved in any business 
arrangement or relationship with the Company since December 29, 1999 and the Seller does not 
own any asset, tangible or intangible, which is used in the business of the Company. 

2J Representations and Warranties of the Purchaser . The Purchaser hereby 
r^resents and wanants to the Seller that 

(a) Due Orgaiiization . The Purchaser is a limited liability company duly formed and 
is in good standing and has a legal existence under the laws of the State of Delaware and has the 
power and authority to enter into and perform its obligations under this Agreemcmt. 

(b) Authoriaatiegi . The execution, delivery and performance of this Agreement by the 
Purchaser has been duly authorized by all necessary limited liability company action on the part 
of the Purchaser and this Agreement constitutes a legal, valid, and binding obligation of the 
Purchaser, enforceable in accordance with its terms. 

(c) Reliance . The Purchaser does not rely on and has not been induced to enter 
into this Agreement on the basis of any warranties, representations, covenants, under takin gs, 
indemnities or other statements whatsoever, other than those expressly set out in this Agreement, 
and acknowledges that neither the Seller, the Company nor any of its agents, officers or 
employees have given any such warranties, representations, covenants, undertakings, indemnities 
or other statements. EXCEPT AS OTHERWISE EXPRESSLY PROVIDED FOR IN THIS 
AGREEMENT, THE SELLER HEREBY EXPRESSLY DISCLAIMS AND NEGATES ANY 
REPRESENTATION OR WARRANTY, EXPRESSED OR IMPLIED, AT COMMON LAW, 
BY STATUTE OR OTHERWISE, RELATING TO THE PURCHASED SHARE. INCLUDING 
ANY REPRESENT .\TION OR WARRANTY REGARDING ANY INFORMATION. DATA 
OR OTHER MATERIALS (WRITTEN OR ORAL) FURNISHED TO THE PURCHASER BY 
OR ON BEHALF OF THE SELLER OR THE COMPANY. 

(<1) Noncontravention . Neither the execution and the delivery of this Agree m ent, nor 
the consummation of the transactions contemplated hereby, will (1) violate any United States 
constitution, statute, regulation, rule, injunction, judgment, order decree, ruling, charge, or court 
to which the Purchaser is subject under the laws of the United States or, any provision of its 
organizational documents or (2) conflict with, result in a breach of, constitute a default under, 
result in the acceleration of, create in any party the right to accelerate, terminate, modify, or 
cancel, or require any notice under any agreement, contract, lease, license, instrument, or other 
arrangement to which the Purchaser is a party or by which he or it is bound or to which any of its 
assets is subject 

(e) Solvency . As of the Closing (hereinafter defined), the Purchaser shall be solvent and 
will not be rendered insolvent by the transfer of the amount specified in Article I hereof. 
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(f) Investigatiott . Tie Purchaser has made its o'*!! iadependent mvestigaaoa. aaalj-sis 
and evaluation of the Company and its assets, the value of the Purchased Share and business, 
financial condition, operation and prospKts of the Company. 

(g) Securities Act 

(i) The Purchaser is purchasing the Purchased Share for its ova account and 
not with a view to any resale oi distribution of such Purchased Share in violation of the United 
States Securities Act of 1 933, as ammded (the "Securities Acf T; 

(ij) the Purchaser is an accredited investor within the meaning of Regulation 
D promulgated under the Securiries Act and has such knowledge and experience in financial and 
business matters that it is capable of evaluating fte merits and risks of its investment hereunder, 
and 

(iii) the Purchaser acknowledges that (I) the sale of the Purchased SSjare to be 
purchased by it hereunder has not been registered or qualified under the Securities Act or any 
non-United States applicable securities laws, (2) such Purchased Share must he held indefinitely 
unless subsequently registered under the Securities Act or any non-United States applicable 
securities laws or as exemption from such registration is available. 

" Nature and Survival of Representations and Warranties . Notwithstanding any 
inspection or knowledge on the part of any party hereto, ail representations, warranties, 
covenants' and agreements herein ‘contained on the part of each of the parties shaS survive the 
Closing, the execution and delivery of the certificate representing the Purchased Share, and the 
payment of the consideration therefore until the later of; (i) three (3) years after the date of the 
Closing; or (ii) the expiration of the statute of limitations applicable to the cause of action 
asserted by the Purchaser or the Seller with respect thereto. 

AR-nOLBUr 
TH£ CLOSING 

3.1 Time and Place . The Closing (the “Closing”) of this transaction shall occur 
simultaneously with the execution of this Agreement 

32 Occarrences at Posing . 

(a) The obligation of the Purchaser to consummate the transactions contemplated 
hereby shall be subject to the Seller delivering to the Purchaser the following: 

(i) all of the minute books, stock ledgers, stock transfer reconis and 

other records of the Company; 

^ (Ii) a duly executed share transfer form representing the transfer of the 

Purchased Share; 
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(iii) the stock certificate representmg the Purchased Share duly 

endorsed in blank; 

(iv) a copy of Resolutions adopted by the Company authorizmg, among 
other things, the deletion of Section 14(a) of the Articles of Association of the Company, and 

(v) the v,-iitten resignations of the directors and officers of the 
Company and a notice to Enron Nigeria Barge Ltd. of the removal of the A Director and the 
Ordinary Director (as defined in the Shareholders’ Agreement, dated as of December 29, 1999 
among Enron Nigeria Barge Holding Ltd., Enron Nigeria Barge, Ltd. and the Company), 
effective upon the Closing. 

(b) At the Closing, the Purchaser shall deliver to the Seller a wire transfer to the 
Seller in immediately available funds, to an account designated by the Seller, in the amount of 
seven million five hundred twenty-five thousand dollars ($7,525,000). 

■ARTICLE IV 
MISCELLANEOUS 

4.1 Further Assurances . It is expressly understood and agreed that each party hereto 
shall upon such other party’s reasonable request, and at the Purchaser’s cost and expense, from 
time to time, execute and deliver to each other all such instruments and documents of further 
assurance or otherwise, arid -will do all such acts and things as reasonably may be required to 
cany out their respecti '. i obligations hereunder to consummate and complete this AgreememL 

4.2 Notices . Any notices or demands desired or required to be given hereunder shall 
be in writing and deemed given when personally delivered or deposited in the United States mail, 

. postage prepaid, sent certified or registered mail, or sent by overnight courier, and addressed: 

If to the Purchaser: LJM2-Ebarge, LLC 

c^o LJM2 Co-Investment, L.P. 

333 Clav Street 
Suite 1203 
Houston, TX 77002 
Attention: General Partner 

if to the Seller: ML IBK Positions, Inc. 

do Merrill Lynch & Co., Inc. 

World Financial Center 
South Tower 
225 Liberty Street 
New York, NY 10080-6114 
Attention: Gerard Haugh 

4.3 Best EfTorts; Cooperation The parties hereto shall each exert their reasonable 
efibrts to obtain all consents and approvals necessary for the due and punctual performance of 
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iHs Agreement and the satisfaction of the conditions hereof on their part, and shall cooperate 
with the other party with respect thereto. 

4.4 Entire AgreemroL This Agreement, including the other agreements executed in 
connection herewith, constitutes and contains the entire agreement of the parties and supersedes 
any and all prior negotiations, correspondence, undeistandings and agreements betw'een the 
parties respecting the subject matter hereof. 

4.5 Parties and Interest All of the terms and provisions of this Agreement shall be 
binding upon and inure to the benefit of and be enforceable by the respective successors and 
assigns of the parties hereto (including any successor by merger), whether herein so expressed or 
not, b« neither this Agreement nor any of the rights, interests or obligations hereunder or of any 
party hereunder shall be assigned without the prior written consent of the other party hereto, 
provided that Purchaser can assign its rights, interests and obligations hereunder to an affiliate. 

4.6 Counterparts . This Agreement may be executed in any number of counterparts, 
each of which shall be deemed an original but all of which together shall constitute one and the 
same instrument and in maJdng proof hereof it shall not be necessary to produce or account for 
more than one such counterpart 

4.7 Govemina law . This Agreement shall be go'-emed by and construed in 

accordance withtheTawsofthe State of New Yorit— ‘ 

4.8 Severability . If any covenant or agreement provided in this Agreement or any 
agreement executed in connection with this Agreement is deemed to be contrary to law or 
otherwise unenforceable, that covenant or agreement will be deemed separable fiom fee 
remaining covenants and agreements contained in this Agreement and will not affect fee validity, 
interpretation, or effect of fee other provisions of either this Agreement or any agreemcat 
executed pursuant to it or fee application of that covenant or agreement to other circumstances 
not contrary to law or otherwise enforceable. 

4.9 Headings . The titles and headings preceding the text of the paragraphs of this 
Agreement have been inserted solely for convenience of reference and neither constitute a part of 
this Agreement nor affect its meaning, interpretation, or effect. 
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IN WITNESS WHEREOF, the parties hereto haye executed this Agreement this -- day 
of June, 2000. 


SELLER 

ML IBR POSITIONS, INC. 





PURCHASER 

LJM2-EBARGE. LLC 

By: LJM2 Co-Investenent, L.P., 
its managing member 

By: UM2 Capital Management, L.P., 
its general paitner 

By: LIM2 Capital Management, LLC, 
■ its general partner 


By:. 


Name: 

Title; 
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement this ?•'' ''day 
of June, 2000. 


SELLER 

ML BK POSITIONS. INC. 


By: 

Name: 

Title: 


PURCHASER 

UM2-EBARGE,LLC 

By: IJM2 Co-Ihvestment, LJ>., 
its managing member 

By: IJM2 Capital Management, LJ*., 
its general partner 

By; LJM2 Capital Management, LLC, 
its general partner 

By:_ 

N 

Title: 
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Valenti, Joseph S (Private Equity Finance) 

From: Toone-Meertens, Kira (GMI-PVT EQTY) 

Sent: Thursday. January 1 7, 2002 1 2:42 PM 

To: Valenti. Joseph S {Private Equity Rnance) 

Subject: Ebarge LLC confirniation of 1 5% equi^ remm rate 


Joe 

1 couid not locate on the 1 5% equly fshim. Psrtiaps it iA«3uld be noted in an LLC agreement Do you have su<m 

an agreement in file folder? If i could take a look maybe I could find scametti^g. Let me knew if (when) t co'uid look 
through the fdder if you're not currenSy usirtg U* 

Kira 
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Valenti, Joseph S (Private Equity Finance) 


From: Valenti, Joseph S (Private Equity Rriance) 

Sent Thursday. January 17, 2002 2:13 PM 

To: Toone-Meertens, Kira (GMI-PVT EQTY) 

Subject: 


(hanks. He did receive the 250. 1 have an engagement letter him to enron 

—Original Message^ 

From: Toone-Meertens. Kira (GMI-PVT SQTY) 

Sent: Thuraciay. Januaiy 17, 2002 2:t0 PM 

To: VaienCi, Joseph S (Private Equity Rnance) 

Subject: 


Joe, 

Gerard seemed to think ^e 22.5% is correct What happened is 1 5% or S525.000 was the equity return and I believe 
Jim Brown received an upfront fee of 3250,000. $525,000+3250.000= 3775,000/37.000,000*360/130 =22.14%. 

Kira 
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Valent!, Joseph S (Private Equity Finance) 

From: Toone-Meertens, Kira (GMl-PVT EQTY) 

Sent Thursday, January 24, 2002 12:19 PM 

To: Valenti, Joseph S (Private Equity Rnance) 

Subject RE: 


just questions about the accounting- like how did tiie SPE pay the interest on the loan, who tile loan was payable to. I 
explained that the loan to Ebarge came from Enrol and that the vehide was structured so that we would recoup throuoh 
tiie Income payments the Interest due on the loan and tiie equity return. Since the interest on the loan was to be paid by 
Enron(as a component of the income payments) to Enron as a lender no actual cash passed hands other than the equity 
return. She was fine wth that 

— -^ridnai Message—— 

From: Valenti. Joseph S (Private Equity Finance) 

Sent: Thursday. January 24. 2002 12:03 PM 

To: Taone-Meertens, Kira (GMl-PVT EQTY) 

Subject: RE: 

such as ? 

—Original Message— 

From: Toone-Wssrtens. Wra (GMl-PVT EQTY) 

Sene Thursday. January 24. 2002 1 1:S9 AM 
To: Valenti, Joseph S (Private Equity Rnance) 

Subject: 

I'm stilt getting calls on Ebarge from Uz Applebaum. the saga continues 
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Valentit Joseph S (Private Equity Finance) 

From: Toone-Meertens, Wra (GMf-PVT EQTY) 

Sent Friday, January 1 8. 2002 5:04 PM 

To: • Valenti, Joseph S (Private Equity Finance) 

Subject Ebarge LLC 


Joe 

I just got a cal! from Uz Applebaum In Rnancial Reporting. She was asking about the accounting on the Ebarge LLC I 
was abie to answer all of her questions except what account the investment wras booked to on IBK positions I tried 
reaching Mike but he was unavailable. She also said ’Kira, you and Joe have your signatures all over this thina Poor 
poor Kira and Joenn”” She also advised us not to lose any sleep over this. We'll be fine. 

Kira 
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LJM2 INVESTMENT SUMMARY 

Deal ^fa^le: Bargeca . 

Ori^aated: Enron Development Dace Completed: June 29di, ZQQO 

&q;eeted Closing Dans: d/29/OQ ^vestment Analyse Acs Roman 

E;^ected Funding Date: 6/29^00 '* favestmentType: Equi^ 


Investment 

LJM2 Capital Commitmeot S7425,000J}0 

Deal Description 

UM2 wtU purchase Merrill Lynch's iomrest is EBAR.GE, LLC a Cayman special purpose company sec up to own die 
preferred A and ordiaaiy shares of Enron hfigeria Barge Limited (“EJ^L'^- ENBL owns three barges and expesa to 
own six addidq na l barges diac will be subject to Power Purchase Agreemena (''FPAs'^ widi che Federal Govemxnsru of 
Nigeria, die Lagos State Govetsmesc and the Nmioaal Electric Power Audiority of Nigeria (“NEPA'^. Merrill Lynch 
purchased die equhy in ENBL &om Enron in Denembet of 1999 for 528,000.000 of which $21,000,000 was a seller* 
ffTianggft loan. LiM2, diroi^h is ownership merest in SBAR^, LLC, will become party to due non-recourse l o a n . 

Transaction Summary 

' LJM2 will purchase MetriE Lynch's intemst in EBAR.GE for $7425,000.00 and will adjust die $21,000,000 seller 
ffwa-negfi, noo-^ecourse loan fer project specific changes tha^ have oeeuried since die origmal transaction closed. LJM2, 
through hs owneish^ interest in EBARGE, LLC, will become party to a Loan Agreement with Encoo, a Pledge 
Agreement widi Enron for all 9 barges, and a Shareholders* Agreemerx widi ENBl,. Enron and EBARGE have die 
risiUty to remove and profitably relocate or liquidate die barges. 

investment Return Summary ■ 

ENBL’s preferred A shares are eadded to .1% ofaQ cash flows far the life of die project. The Ordinary shares receive 
90% of all flows imfti the sum cash flow to the preferred A and otdinaiy Stares reaches $37,543,000, after wdiich 
the ordinary shares receive .9% of all eavh flows. Interest and principal on die loan are serviced only to die extent due 
EBARGE, LLC receives project cash flows. Cash flows to LJM2 after debt service requiremeats give a reOCT of capital 
in 15 moadis,a23%IRRitt 17 months, and a 49% IRR if held 23 months or longer. 


Expected Project Cash Flows - Comcound/Annualtzed IRR - 49% 


Risks 


P PA eounceparty (Nigeria Credit) risk 

IJRvt2's investmeat will be covered by a $60,000,000 standby letter of credit 
from Chftank for Nigerian default risk. Under a liquidation sceaario, XJM2 is 
endded to first flow as determined by a liquidation schedule. The coixent 

PPAs are uot efftedve until the letter of Credit is executed. If exeetmoa is 
delayed, It is poss&le to profitably relocate die barges. . . 

Removal of barges under N^erian paymsiU 
default 

pTimn and EBARGE have die abiliqr- to remove and ptofiobly relocate or 
liquidate the barges. K Enron and EBAROE are unable to remove die barges 
due .to expropriation or pdidcal violence a Political Risk Insurance CPR^ 
contract will cover die value of the barges, however, claimmg unda die poUi^ 
cotiW resuit hi, absent a collection under die letter of credit delaying LJM2’s 
liquidatiaa flow. 

Gas supply risk 

Under the PPAs, NEPA is cutrendy responsible for die projects’ gas supply. If 
NEPA undergoes pcivanzation. ENBL wOl need to obtain a replaceoeiit ^ 
supply contract NEPA is required to give a ditee men* advance notice, which 
should give ENBL sufficiea: dme to secure a replaceme^ Also, ti« coa of 
die gas supply is passed dirough to ENBL's counterparties in die PPA. Thu 
pass diroug^ of costs should serve as an incentive fisr NEP.A s assistame at 

seoitiag a r^aeemeat gas contract. 
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Barg«co 

LJM2 purchased S7, 525,000 of equity In EBARGE. IXC, a-spedal purpose entuy set up to oxva 9 
power barges uirh capadtr produce 276 NfK' ofclecunty. The baiges-ate especosd to enter into 
.long>cesxn power purchase agreements with govemment agendes of dtird world countries backed by 
security letters of credit with a bank, LjM^s equity posidon is entitled to 90.1Vo of all projea 
cash Hows undlithas reaches a specified dollar amount. LJbi2 will keep .1% of all remaining c a'i h 
flows. Under an eady liquidation scenario, LJM2 Is entitled to a predetermined liquidation amount 
I,JM2 expects to be bou^t out 1^ Enron wkhla 7 months at a 15% annualize! IBIL LJM2 wQl also 
receive a fee of $330,000. If Enron does not purchase E3ARGE, LLC from LJN12 widiin 7 months, 
LjM2 expects to earn 49”/o from project cash flows within 18 months. Counterparty credit risk on 
PPA obligadons will be midgated by letters of credit issued by a U.S. bank, backing die obligadons of 
PPA counterpardes." In the event of a counterparty payment de&ult, EBARGE, LLC will draw on a 
polidcat risk insurance contract, which wSI indemnify ihe eompstty in the event that it Is unable to 
successfully remove the barges from dieir locadon. 
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Sargeco Ecoremics 

Bailees aconoralcs a'e based on a negotiateci re&m Enron, ^ron a^aed to airangs a buyer ^ 

sc^i^ 7 mon^ LJ42 wn recahre a 1 S% annuailzad mtim on !& kiv^&nent and a 
$350,000 fee. 


BcpeciadatOass 

Amount 

Data 

Ul^ inv^mient 

<7.5^.^b) 

6/zsm 

1S%IRRat7months 

858.438 

. imm 

Fee 

350.000 

1/31/01 

Repayment of C^^:^ 

7,525,000 

1/31/01 

IRR 

24% 


As of September 30. 2000 UM2 sobJ equity interest in Baigeco for $8,235,000. 

BeaSzsd 


Date 


{7.52S,0(S3J 

&23m 

15% IRR at 7 months . 

285.000 

IQWOO 

Fee 

-■ 350,000 

-10/4/00 

Mtusd va profec^ expenses (est) 

2S.C00 

10/4/00 

R^aym^t of C^tal 

7,525,000 . 


IHR 

37% 
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ENRON RISK ASSESSMENTAND CONTROL 
DEAL APPROVAL SHEET 


DEAL NAME: Nigeria Power Holding Ltd. 
divestiture 

Counietparty: The AES Corporation 

Business Unit: APACHI 

Business Unit Originaton Sean Long/Kei* Sparks 
□Public CSlPrivaK 

□Merchant SlScrategic 

SConformins QNonconfarminz 

Date DASH Completed: November 1, 2000 

RAC AnaiysblMderwrian -N/A f Midiael Tribolet 
Investment Type: Divestiture 

Capital Funding Source(s): 

Expected Closing Date: October 4. 2000 

Expected Fundisg Date: October 4, 2000 

Board Approval; OPending ORecesved QDemsd ON/A 

RAC Recommendation: SlProceed with Transaction 

□Returns below Capital Price DDo not Proce’ed 

APPROVAL AMOUNT REQUESTED 


Divestiture of projects up to $127,230,000* 

•Total cash 

EXPOSURE Stm^IARY 


Tnis tratts^'en, cancel existing exposure ($ 142,160.000) 
Existing exposure approved $ 142.160.000 

Total S 0 


TRANSACTION SUMMARY 

This DASH proposes approval of: I) a staged sale of all of Enron APACHI’s interests in Nigeria to AES and 2) a related 
guaranty (op to $180 miiion) to the seller to secure our subsidiary’s obligations under the Purchase and Sale Agreernenc 

The following APACHI assets wiD be sold contingent upon satisfaction of conditions precedent: 

1) 95% Interest in Enron Nigeria Barge Ltd. which owns rights ao a270 MW barge mounted IPP project in the State of Lagos. 
This sale would occur in two stagts. At closing, AES will own 30% of hKgeria Barge Ltd. AES will then have the option to 
purchase Enron’s remaining 65% interest in this entity upon completion af their ftiiriter due diligence and subj«:; to certain 
condiaons, Enron has the right to put the interest to AES. 

2) Enron’s 6C% share in a 548 MW gas fired, simple cycle, combusdon turbine Power Plant development project 

3) Enron’s 70% share in an cpdon to build a 240 km pipeline to suK>ly the gas fired power plant d^cribed above. 


Event 

Expected 

Date 

Net Cash to 
Enron 

Enron’s Current 
Basis 

Gain on Sale 

n?v«s 1 iture: 





Divestaure of 30% of Enron Nigsra Barge Ltd, 

ti^d/oo 

S8,7S5,!X50 

^.80Z,U7 

S1.®2.853 

Cnntinnftnt Divestitures: 





Sale of Remaining 65% of Enron Nigeria Barge Ud. 

Amended PPA Signing for 54S fdW project 

Earner of Bnancial Ciose and stert of Construction of 548 MW project 

Q4, 2000 
2001 
20Q1 

$81,013,566 

$7,500,000 

S28.B75.0S4 

$S4,06S,823 

000.000 

SO 

516,943,743 

$5,500,000 

528.875,094 

TOTALS FOR ALL SALES {includina all Continqent Divestitures): 


SI 26.173.660 

S72.871.970 

$53,301,690 


DEAL DESCRIPTION 

EnrOB APACHI has entered into an amended and restated Barge I^wer Purchase Agxseirant (“Barge PPA”) between Enron 
Nigeria Power Holding Ltd. {“Enron Nigeria”), Enron Nigeria Barge Ltd- and various Nigerian federal and state governments 
and the national power company (see Nigeria Barge II Dash). The capital committed by Enron tor this Barge PPA, including 
a value of $49.7 million for seven power barges and S7.0 million for two gas fired combustion turbines currently owned by 
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RAC D^I Approval Sheet DeaJ Name: Nigeria Power Holding Ltd. sale 

Enron, is S142.2 nullion. The OTifinal PPA. chat was amended, was for 9QMW with a terra of three years ind was signed on 
December 6*. 1999. The Barge PPA (approved hy Earoa’s Board of Directors) covers the construcQon and operation of 270 
MW of barge-mounted, gas-fired generation fecilities for a term of 13 years, 3 months (“Barge Project”). The Barge Project is 
supported by a letter of credit of S60 million. Enron Engineering and Construction Company (“EE&CC”) has entered into an 
Engineering, Procurement and Construction Consact ("EPC Contract”} with Enron Nigeria Barge Lid. which includes the 
construction of onshore facilities, the refurbishment, reconditioning and conversion (frequency and fuel) of 7 exisdng liquid 
fuel fired barge rmunted, combustjtm turbines, the constniction of two pewer barges using combustion turbines purchased 
from Enron North America and associated perfonnance guarantees (290M^. 

In addition to the Barge PPA, Enron Nigeria Is scheduled to sign an amended IPP Power Purchase Agreement (“IPP PPA”), 
within the month, with the same counterparties. The IPP PPA covers the construction and opentioh of a gas fired, simple 
cycle, combustion turbine Power Plant, with a nominal capacity of 548MW for a term of 20 yean (“IPP Ihojeci”). The IPP 
Project will be supported by an additional letter of credit. In addition to the Barge Project and IPP Project, the FPA dated 
Decembers, 1999, includes the right for Enron Nigeria to build a 240 km Pipeline to supply gas to the power plant (“Pipeline 
Project”). 

On Deceirfjer 29, 1999, Enron Nigeria Barge Holding Ltd., a wholly owned subsidiary of Enron Nigeria Power Holding Ltd., 
sold approximately 35% of the cash flows (value at time of transaction) in Enron Nigeria Barge Ltd., to Ebarge, a wholly 
owned subsidiary of Merrill Lynch, for $2S.O Million. This purchase price, which entitled Ebarge to a tranche of Preferred 
Shares and Cemmon Shares, vrss funded with 25% equhy (Merrill Lynch) and 75% seEer-financed debt (Enron Nigeria 
Power Holding Ltd.). Enron APACHI recognized $12.5 million of pre-tax earnings in 1S99 with this transaction. In June of 
2000, LJM2 purchased the shares of Ebarge from Merrill Lynch. To this date, the loan between Ebarge and Enron Nigeria 
Power Hoiding Ltd. (S21.0injllion principal) has accrued $2.0 miOion in interest due to Enron Nigeria Power Holding Ltd.. 

On October 4, 2000, Enron APACHI, Enron Ni^a Barge Holding Lni, Hsarge, Yinka Fclawiyo Power (YF?) and AES 
Cerp. (AES) , entered into a transaction for the purchase a.nd sale to AES of 100% of the shares owned by Ebarge (now the 
cash flows are valued at aj^roximately 19% cf Enron Nigeria Barge Ltd.), and enter into a second Share Purchase Agreement 
widi Enroa APACHI for 1CK)% of Enron Nigeria Power Holding Ltd. (holder, of interests in Barge, IPP and Pipeline Projects) 
(‘Transaction”)- This transaction: I) eIitT[iriated XJM2 Ebarge as the shareholder of Enron Nigeria Barge Ltd, 2) significantly 
reduced Earon Corp.’s exposure in Nigeria by way of equity syndication, and 3} generated cash flow and earnings in the 3"“ 
quarter of 2000 through 2001. Exhibit II outlines the current and “new” ownership structures. 

As stipulated in the Share Purchase agreement between Enron APACHI, Enron Nigeria Po'.^r Holding Ltd., and AES, two 
transactions will occur 

1- Purchase cf 95% interest in Enron Nigeria Barge Ltd. a.nd 

2- , Purchase cf 100% interest in Enron Nigeria Power Holding Ltd. 

The sale of equity encompasses a portion of YF Power’s interest in the Project Companies. 


The purchase of a 95% interest to Er^on hngeria Barge Ltd., will be coasammaied with two paynsmts. The first installment 

will took place October 4, 2000. A payment of S41.0 tnilllon was charged to AES in exchange for a 30% ownership in Enron 
Nigeria Barge Ltd. To achieve fiito. AES will entered into a Share Purchase Agreement with Ebarge {through LIM) which 
initiates the sale and purchase of 100% of Ebarge’s shares in Enron Nigeria Barge Ltd. (Preferred A shares and Common) at a 
price of S31.6 million. $8.5 million of this acquisition price returns to UM (through Ebarge). The remaining $23.0 million b 
transferred to Enron Nigeria Power Holding Lki. on behalf of Ebarge, for repayment of interest and principal for toe seller 
finance loan. Subsequently, as agreed upon in the second Share Purchase Agreement between AES, Enron Nigeria Barge 
Holding Ltd. and Enron APACHE, toe Pnrferred A shares newly acquired by AES from Ebarge, and the Preferred B Shares of 
Enron will be rstired. The ordinary shares will be re-classified and new ordinary common shares issued to Enron, as agreed in 
toe Enron Nigeria Barge Ltd.’s shareholders agreement. AES will own 30% of the ordinary shares after the restructuring and 
paying Enron Nigeria Barge Holding Ltd. apromore fee of $9 -7S5 million (of which SI million is paid to YFP) tbpurttoase 
the additiottal 1 1 % interest to Nigeria Barge Ltd.. 

The second installiaent which will incre^e AES’ ownership In Enron Nigeria Bsge Ltd. to 95% wffl occur upcst satisfaction 
of the condition precedent related to the barge company transaction to the Share Purchase Agreement There roust be a 
reasonable likelihood of AES being well received by all parties related to the Power Purchase Agreements in Nigeria. When 
such an event takes place AES will pay to Enron Nigeria Barge Holding Ltd. the promote balance due and all of Enren’s costs 
up to the transfer of shares. At this point Enron Nigeria Barge Holding Ltd. will have no interest in Enron Nigeria Barge Ltd. 
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RAC Deal Approval Sie^ Deal Name: Nigeria Power Holding Ltd. sale 

anS AES and YPP will be the sole shareholders (95%/5% respeciively). For Enron Nigeria Barge Holding Ltd. to sell 95% of 
the interest in Enron Nigeria Barge Company it must pay YFP fer the option righu to 35% of a total 40% interest Thus 
option expires December 15, 2000. This DASH grants approval to extend this opacsi until June 30, 2001. 


Rpntsmhfir 29, 2000 


AES Payment for 30% Ownership 

$41,000,000 

Less: Purchase Price to Ebarge 

($31,SOO.OCO) 

Less: Payment to YFP 

isi.nno.nom 

Proceeds to Enron Nigeria Barge Holding Ltd, 

$8,400,000 

Plus: Loan and Interest Paid to Enron Nigeria Power Holding Ltd. 

$23,000,000 

Cash to Enron at Sept. 29, 2000: 

S31.40Q.OOO 

Conclusion of SaBsfactor/ Due 

$43,794,634 

Diligence by AES 


Less; Payment to YFP 

($22,912.2571 

Proceeds to Enron Nigeria Barge Holdirtg Ltd. at Milestone 

$20,882,427 

€5% of Barge Turbine and capital cost 

$63,571,773 

Cash to Enron for Its Sale of 100% Interest in Enron Nigeria Barge Ltd. 

$115,854,202 

Piircha-w of 100% interest in Fnrnn Nii-eria Power Holdifi?, Ltd. 



On October 4, 2000. in addition to acquiring up to 95% of Enron Nigeria Barge Ltd. through Ebargc and Enron Nigeria Barge 
Holding Ltd., AES hss entered into a put-eail option agreement with Enron APACHl (Share Purchase Agreement). This put- 
call expires December 13, 2000. This DASH grants. approval to extend this put-call until June 30, 2001. Upon the 
occurrence of certmn coatStions outlined below, AES has the option to call 100% of Enron APACHI’s shares in Enron 
N^eria Power Holding LuL at a promote price plus the pro-rated sfure of costs, less p^ment to YFP. Similarly, Enron 
APACHI has the optioB to put the same shares to AES at the same promote pice subject to certain conditions as outlined 
bdow. When the conditions precedent are aid payment Is made, AES is left with full ownership of Enron Nigeria Pow«- 
Holding Lid. and interest in Its subsidiaries. These interesu include ownership in the following Nigerian Project Companies 
80% (20% from YFP Equity through Enron) of the IPP Company, and 70% of Kpeline Project YFP and Enron Nigerii 
Power Holding Ltd. have entered into a Project Development Contact (PDC) with which gives YF? the option to a call 40% 
inierest in Enron Nigeria Bargs Ltd., a 40% equity stake in Enron Nigeria IP? Ltd., and a 30% equity stake in Enron Nigerii 
Pipeline Ltd.. 

AES will be required » ptQ' the remaining proceeds (as designated as the strike price) for 100% of Enron Nigeria Power 
Holding Ltd. upon rsachlng certain niilcsiones as spsriilcd in the Share Pindiasc Agreement. For each milescone a designated 
monetary amount will be transfeired from AES to Enron APACHI. Share will be exchanged when the first payment front 
ASS is made. A succks fee will ^so be paid to Enron at the earlier of Financial Qose and Start of Coastruedon. The 
following schedule illustrates the sale of 100% of Enron Nigeria Power Holding Ltd.: 





to Sale 



Amended IPP PPA Signing 

October 1,2000 


Earlier of Financial Close and Start of Construction of IPP 

2001 

$26,875,094 

Cash to Enron (not induding capitalized costs) 


$34,3-^,094 
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RAC Deal Approval Sheet Deal Name: Nigeria Power Hiding sale 

Strategic Rationale 

This traflsaction allows Ecron to achieve many of ics immediate goals including cash in-flcw, eandngs recognition and ass« 
divestment This stracture pennits either a partid or full dvestitum of the Nigerian barge project at a profit, as well as a sale 
of the Enron’s interest in the 5-^18 MW IPP development project and related pipeline at a gain upon satisfaction of conditions 
precedent 

Enron will not be required to invest any additional capital to achieve the goals of this transaction. Due to the timing of the 
payments there is some Kigeiia risk exposure, however it is lower, atd potentially signifxantly lower than at present All 
capita costs incatred before sell down will be lecovcred in fiiE as the paymens under the Share Purchase A^eenffisil 
represent promiac fees. 


TRANSACTION SOURCES AND USES OF FUNDS (OOO) (Assumes closure of aU contingent transactions) 



Sources 


Uses 

Sale of shares 

$127,230 

Biron Coip advances 

$127,230 

Total 

$127,230 


$127,230 


RETURN SUMMARY (existing 270 MW barge IPP) 


{Semivailar^e-*/- ~ ' ' b.35S| 


Given the lime frame for clossag this transsetion, RAC has not been given the time to rerun the probabilistic model on the 
existing 270 MW . RAC has net been presented models on the new 548 MW IPP. or a model on the pipeline. 

The barges have been valued at their capitalized cost to Enron. The discount rate of 29.05% was based on a blending of 
Nigerian sov«-eignrisk with partial benefit for foe LC covered portion of the investment. The Nigerian sovereign ^read over 
equivalent Treasuries was 32.55%, equivalent to a wea.k CCC- rated bond. 

A CCC bemd has an implied 44% likelihood of ditfauit exists over the contract life. Given the CCC- credit profile of the 
sovereign risk, the default risk is greater then 44%. The int>dcl assumes that upon default the LC is drawn and thebarges are 
rerover^ and sold widtin a five-year time frame at 50% of book value. 


Probabilistic DCF 
bv Cerrponertt 

Cumulative 

IRR 

PV e 29.5% 
Capital Price 

cast) Outflows Outstanding 

NA $ 

(80,600) 

Fees 

•1(roj30% S 


Onaoing Cash Rows 

34.38% S 

94.247 

Terminal Vabe 

34.62% $ 

• 917 

Total 

34.62% S 

14,355 



Not including the time value of money, and if the fwo-step sale of the barge IPP project is completed, the 270 MW barge IPP 
win yield £E3 accounting gain of 525,42 million exceeds theS14.37 naOion in hOW from the June, 3)00 DASH. TKs assumes 
the option which AES holds for the second stage 65% total purchases is executed. 

This return summary does not reSset any gairj oa sals of the 548 MW powerplant ard related pipcHne project Uj»n 
satisfaction of conditions precedent, foe grin on foese sales is expected to be approximately $10.9 million. 


TRANSACTION UPSIDES/OPTIONALITY 


N/A - Divestiture 


EXIT STRATEGY 
N/A 


Fige4 
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RAC Deal Approval Sheet Deal Name: Nigeria Power Holding Ltd. sale 

MILESTONES 

De:einber 15, 2000 - Purchase of remaining 65% and execution of new PPA 
December 31, 2001 - Financial Qcee and start of Construcdon of 548 MW IPP 


RISK MATRIX {Maximum 5) 


1 M Ml <il li— 

MITIGATION/COMMENTS 

Credit Risk Oi Counterparty - payment of the on- 
soins obligations from the AES Project Company 

The AES Corporation will issue a corporate guaranty. They are 
rated BB/Bal. 

Non-signing of arowided IPP PPA 

Negotiations have been completed and there are no outstanding 
issues. The signing is scheduled when Chairmaa of Nigeria 
Technical Board Live! Imoke returns to Abuia. 

Neither Financial Close or Start of Construction 
of IPP Project is met 



KEY SUCCESS FACTORS 



1 NA 

1 Poor 1 

: Fair 

Good 

Very Good Excellent 

■w.u 


HHHIH 


X 




HHHH 


X 










HHHH 


HHlHii 


1 Risk Mitigaticn 

i 

iz: 

r 

1 

1 1 


OTHER RAC COMMENTS: 

RAC has rot been presented sufficient lime to rerun the model on the 270 MW barge IPP project, nor were models presented 
on the 548 MW IFP and 240 km pipeline project. Thus. RAC's analysis is limited to an accounting analysis of undiscounted 
cash flows. The first transaction at closing, the sale of 30% of the barge IPP and recasting of the YFP option, yields a cash 
profit of $1.98 miKon. Should AES complete its due diligence and gain addinonai commercial comfort, thereby executing 
their option to purchase the reusaining 65%, APACHI wouki realize a $16.94 million profit While not taking into account the 
time value of conaderation, conqiletion of these two transactions could total $18.92 million versas the $14.37 million value 
RAC derived in June. This comparison does not take into account the offsetting value of the option AES will hold for the 
second-round 65% purchase. 

The amended PPA signing is expected in early 2001, which would yield an additional S5-5 million gain. Should the 548 MW 
IPP reach the earlier of financial close or start of construction, Enron stands to gain another $28.88 million. 

Despite the short period to sualyze this transaction, R.AC is supportive based oa the reduction of the significant Nigraan 
country risk (which caused RAC to recommend not proceeding widi the additional barge investment in June), the positive 
accounting earnings, and cash generated from this sale. 
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RAC Deal Approval Sheet 


Deal Name: Nigeria Power Holding Ltd. sale 


APPROVALS 

Originator 

Legal 

Regional Management 
RAC Management 
Enron Global Finance 
Office of the Chairman 


Name 

Sean Long 

Yao Apasu 

Rebecca McDonald/Jim Hughes 

Rick Buy/Dave Gorte 

Andy Fastow/Ben Glisan 

Jeffrey Skilling/Joe Sutton 






Date 

2^X yO 




JCPO 

"/y/o 
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. SAC Deil^pmst SJieet 


De3?*aBae: JSgni* Hcliios Ltd, sjte 
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RAC Deal Approval Sheet 


Deal Name: Nigeria Power Holding Ltd. sale 


EXHIBIT I 


NIGERIA BARGE COMPANY VALUATION 

GAIN CALCULATION “ 

Total Basis (From Balance Sheet atTransaction) 
LJM Basis (Prom Balance Sheet at Transaction) 
Basis Enron Barge Holding 

Percent Alocated to Enron Barge Holding Shares 


Sold to AES 30.007» 

Amount in EBargs 18.62% 

Amount Allocated to "New Shares" 11.38% 

NEW ENE BARGE HOLDING PERCENT: 70.00% 

Percent of Enron Shares: 14.0% 

Promote: 8,400 

Basis 6.802 

iGain: 1.598 


63,955 

15.324 18.62% 

48,631 

81% 


lENRON NIGERIA BARGE LIMITED 
IbALjANCE sheet as at SEPTEMBER '29. 2000 1 




ESTIMATED 


Sept 29, 2000 

Oct 2000 

Assets: 

Adi- Bal 

Adt Ral 

Fixed Assets • Barges 

56.800.000.00 

56.800.000.00 

Capitalized Work In Place 

7,154.757,23 

41.002.730.03 

Inv. In Subsidiary 

0.00 

0.00 

Other Cur. Assets 

0.00 


A/R-Intercompary 

0.(X) 

0-00 

N/R-lntercompany 

0.00 

0.00 

A/P*Intercompany 

0.00 

0.00 

N/P-Inlercompany 

0.00 


Other Cur. Liabilities 

0.00 

0.00 

Net Assets 

Shareholder's Eauitv 

63,954,757.23 

97,802,730.03 

AES Common 

22.126,146.66 

32.280.538.52 

ENE Barge Hold. Common 

41.823.610.55 

60.632.055.01 

YFP Common 

0.00 

4,890.136.50 

Retained Earnings 

0.00 

0.00 

Total S/E 

63.954.757.23 

97.802.730.03 


PRE.ReSTRUCTURING 


Common Stock 

0.00 

Preferred Stock 

80.563.95 

Additional PIC 

48,550.193.28 

Retained Earnings 

0.00 

Minority interests 

15.324.000.00 


TOTAL S/E 


63,954,757.23 


2.80 (Additional CAPEX EQUITY) 


Jiation rBARGSS 6S»A SALEt 


Promote 

Prepomen of Costs (6S%) 


S20.8S2.427 
S63. 571.775 


Total Procds from Salo: SS4.4S4.202 

Less: Basis (Enron Barge HolOing Ltd.) S60.632.055 


<MIN ON SALE: 


S23a22.147 


(Bar^aa/Turtin 
NOTE: Beiges 


>es and Dav. Costs) 




It NO gain (at cost) 
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Valen^t Josi^h S (IBK-MY) 

From: Toone,!^ 

Sent: Thursday. June 15, 2000 8:46 AVI 

To: Valenti, Josei^ S (iS<-Ny) 

Sub|ect RE: 


VWiat ts 1JM2 and how long will it take forthem to buy us outwith capital calls? 1 assume fntere^ will continue accruing to 
ML BK positions until they are fully bought cut Also. I believe we would want to change the directors at that time( once 
ovwiershic ransfere) ifMLIBKposifions wiUno ledger have sn interest in Ebarge, LLC. As you mentioned in your e-mail 
toOaryis Jim Brown and also is Aan HoAnan aware of this arrangement? Please advise. 

Recanls, 

Wra 


— rwresagB->- 

From: Valenti, JssophSOBK-NY) 

Sent Wadnesday, June 14. 2000 8:08 PM 

To: Ca!«n. Say nBK44Y) 

Cc T<wne.lCra ^BK-NY]; DeBems, IWehacd (taK-NV): Hnigh. Geiani (IBK-NY) 

Subject: 1^: 


This Is kind of interesting. Look at slide *Barge%2BS]lde.ppt" below. It appears that bie we are getting out of ihe 
Enrwi investment on MLIBK Positions bodes ($7.0m + interest) is having LJM2 Co-lnvestrrwnl LP buy us out tiinaugh 
LP Capital Calls,- in whi^ MLIBK is also a limited p^er. On one hand we get our money back, on the other we will 
make a prora^ mvestmemt back into LJM2 which wQl Invest I guess this also means tiiat the em^oyee syndication 
wi also put ftnds yp for Is ^orata shay's as well 


Does Jkn Brown know about this ? 

Lets discuss 

Joe 


Prem:^ ^Vny.FlofB3@jmrvM»rent3.eom{SMTP:Amy.Fta«@l|iTiiBvesttn8nls.c«n] 

Ssnt: VVadnesday, Jura 14.2000 7:09 PM 

To: lcathy.lynn@lltnliivestinents.cQin 

SubjKfc 


is a cover letter and over vfevre on seven new hvestmwtts. If you have any questions please fed free to 
cortiact me at 713-345-5B67. 

Thank jraj, 

Amy Flores 


« File: -6557B97.doc » « Fie: advisory commute slide.ppt » « File: Barge%2BSIide.BJt 
» « File; BluGRidge_AdvComm.ppt » « File: ooyotesp.ppt » « File: raptor2.ppt» « 
File: tnpcsunnm.ppt » « File; -2189S12.ppt » 
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TimeHne of Pertinent Inf omiaHon 

(1) Investment and APR information 

12) Minutes of MUBK to fonn and capitalize Ebarge, LLC §7M^. 

(3) Engagemer^ letter with Enron - to A. Fashow izom J. Brown 

(smooQ) 

^4) STM equi^ mvestment by MUBK torapiteiize Ebarge, LLC 

{5} Efaarge, LLC financials and workpapers as of : 

(6) MUBK consent to re-domicile Ebarge, LLC in the Caymans 

^ ShaxePtirdtaseAgrsemaitI^tw^.MHBKandLJM-2 
Ebarge, LLC lor $7423,000. . 

(8) ' Receipt of cash into MUBK Positions, Inc and RTS'summary 

(9) Ebarge, LLC financials and workpapers as of : (a) 

(10) Ebarge, LLC Register of Officers and Directors 


Date{s) 

Dec21&:Z5l999 

29-Dac-99 

29-Dec-99 

^Dec-99 
31-Dec-g9 
February 2000 

29-Jun^O 

29.Jun-m 

29-Jun^ 


(a) Records are forvranled to Whitman Breed to fon^d on to Enmn, 

Please note: any unsigned MUBK consents or minutes in. this package should be executed in 
die OGC files. 
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Fdx,Pairf(CICGNY-GLS) 

Fnday, June 09, 2000 6:37 PM 

Chapin, Samuel: DeVito, Mark: Fox, Paul; Kaplan, Todd; Lyons, Robert; 
Yang, John 

Brisson, Neil; Browning, Karen; Dardanb, Ray; Peeley, Carol; Hogan, 
Mark; McClave, Norman; Mcgllilcuddy. Shelia; Rooney, John; Siegel, 
Harold; Swadba, John; Wood, Paul 
LJM2 


TTie Committee Is being asked to consider a $10MM share of a S65MM364-<Iay liquidity fecilify for LJM2 Co- 
Investment LP. LJM2 \s a Delavrare Hmited partnership organized by.tfie CFO of Enron to make private equKy investments 
in the energy and telecom sectors. The primary source of desd flow for the partnership ytn1l be Enron however &ron nor 
any of its subsidiaries will Issue any guarantees wito respei^ to the ftoancial performance or minimuri net worth the 
FufKl. 

Mc^I private equ?^ grotto acted as ptec^errt tor LIM2 and generated $4.SMM ki tees in 1993. if Is 

!h^ a LIM3 ter vt^idt th»a is a high likeintood that Menfli act as p\a.c&rtm%t ^ent 

i have spoken witti MLBUS A and toe Inittel read is that due to toe lack cf a r^ng and rtatere toe bcmower this would not 
be a strong candidate ter the Bank. 

Please respond with your Yes/No vote at your earliest convenience. Addilionaiiy. should you have any questions or need 
terther information please do not heslt^e to contact me. 

Thank You 

Paul 


From: 

Sent: 

To: 

Cc: 


Subject: 


Gentlem^ 


I Permanent Subcommittee on Investigatto na 

EXHIBIT #232 I 
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Merrill Lynch Debt Markets 
Request to Add a Company to ML Bank USA 


Company: LJMa 

Eatings (ST/LT): N/A DateSnbtaitled: June 6, 2000 

IBKBM: RotertFnrst Amount Requested: $10 MM 

CMS Coverage: N/A 

Historical Relationship w/Company: LJMa is a $391 MM private equity fund 
which was raised by Andy Fastow, the CFO of Enron Corp. (ENE). MeiriD Lynch's 
Private Equity Group acted as the placement agent for LJMn. In addition to raising the 
fond, ML has had a significant investment banking relationship with Enron Corp. over 
the past several years. 

Timing oft Chase Securities folly underwrote the $65 MM fedlity on December 22, 
1999. Thqy are now syndicating foe fedli'^ out to other hanks. They have asked for a 
response as soon as practicaL 

Total Revenue tor ML in 1999: $4.8 MM from LJM2, $26.7 MM fromEnron 

Anticipated Future Revenue: $5 MM from LJM3 (see helow) 

$10-15 MM P® year in fees from Enron Corp. 

"Win MDL Have the Opportunity to Generate Future Incremental Business: 
Yes 

(elaborate on future revenue figures) : It is anticipated that Andy Fastow vrifl 
raise an additional fund (LJM3) for which ML has a high likelihood of acting as 
placement agent. Also, Merril Lynch has historically maintaiaed a steady and 
profitable r^tionsbip wifo Enron Corp. Commitfing to this LJM2 facility wiU build 
ML's rdationship with Andy Fastow, and assist ML in securing future investmeut 
hanMng opportunities with Enron. Enron is very active bofo in foe capital and M&A 
markets. MLis currently engaged to assist Enron with foe purchase of foe Sifoe 
generation assets in Asia. Additionally, ML is competing for an Enron mandate to be 
decided on June 15, 2000. 

Committee Response: Date Acc^t Decline 


Committee Rationale: 
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From: Fox. (C!CG NY-GLS ) 

Sent: Friday, June 1 6, 2000 2:21 PM 

To: Chapin, Sanruiel; DeVito, Mark; Fox, Paul; Kaplan, Todd; Lyons, Robert; 

Yang, John 

Cc: Furst, Robert (1 BK-Dj^); Brisson, Nefl; Browning, Karen; Dardano, Ray, 

Feeley, Carol; Ho^n, Mark; McClavs, Norman; Mcgilllcuddy, Sheila; 
Rooney, John; Siegel. Harold; Swadba. John; Wood. Paul 
Subject: FW:LJM2 


Gentlemen, 

ft is de^ ihsft 8iis rams wifl not vrork in ttie MLBUSA and Norm has e>q:^ored 8ie possIbUy of piac*ig ft in ML 

IntemaSonai Private Fsnsmce but to no avaii. i need to get bad« to Rob Rirst (the RM) v«th an answer so that he can get 
back to Enron, 

1 look for toe guidance of your collective wisdom to i^olve tols fesue. 

Thank You 
Paul 

— — 

From; For, Pail fCtOT NY-SIS } 

Ssnt: Friday, June 09, 200Q &37 PM 

To: Chapin. Samuel: DeVHo. Mario Fox, Paul; Kaplan. Todd: Lyons, Rcberb Yang, John 

Ck Brissai, Nsdl: Brownina Karen; Daitlano, Ray; Feetfey, Carol; Hogan, Mario McClave, Norman; McgWicuddy, Sheila; Rooney, John; 

Haro^ Jetm; l^od. Paul 

Sitolecri: UM2 


Genti^en, 

The Committee is being asked to consider a $10MM share of a $65MM 364-day liquidity facilftyforthe LJM2 Co • 
Investment LP. UM2 Is a Delaware limited partnership organized by toe CFO of Enron to make prvate equity Investments 
In the energy and telecom sectors. The primary soiirt^ of deal flow for toe partnership will be Biron however Biron nor 
any of ^bsW^ies wM fe^e any gu»^tees r^pect to toe p^nnar«:e or mirtimi^n net yrorto of toe 

Fund. 

Merrill Lynch's private equl^ group acted as placanent agent for IJM2 and generated $4.8MM in fees in 1999. ft is 
e:q 3 e<rfed toat to«e be a LJM3 tor vtoidj there is a hl^ nkeChood that Memll will act as placement agent 

I have spoken wito LRJBUSA and ttie inlttal read Is that due to toe lack of a rating and nature of toe borrow®’ tois wo^d not 
be a strong candidate for the Bank. 

Please ^f»nd your vote ^ yois* e®fle^ con\reni®J€». AldffionaUy, should ^ have any que^wis or need 

Information please do not hesitate to im. 

Thank You 
Pmi 
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Hogan. Mari; (PBS -NJ) 


From: 

Sent: 

To: 

Subject: 


Hogan. Mark (PBS - NJ) 

Friday. May IS. 2001 10:57 AM 
Wood. Paul {Corp Credit - NY) 
FW: LJM2 


— Orf^na} Message^— 

From: DeVnQ,htark {CIC6-CAPMKT5) 

Sent: MwKtay, June 12. 2000 4^31 PM 

Tk Ota!^ Sam:^ R McCiave, Noniiai (Pap Oedit • KYX Fcse, Paul (Ca<X ) 

Cc Lyons, Robert PCG-CAfwrafe •d^Datiaf».f?ay5»BS-SU:% W3gai.M^PBS.NJfe 

Swadba, John (Corpotaie Risk ManageinenQ; Wood, Paul (Corp Cr^- NY} 

Subject: RE:UM2 

I agree also...Kowever, fills should be evaluated byjadt yang's ama given fiia signl^tsnce of Sie ov»^ business 
and file 8<^g fonnanj private equity oppor%^^....Mai<. 

Ottfiinal Message— - 

From: -ChapEn, Samuel R (IBK-NY) 

S«d: Monday, Jurm 12. 2000 3:41 PM 

Tk h^£)ays,Nomtsnp:c8pCbe{at-Nr^RK.i^^CGHy-^} 

Ce: DaVlto.Mai1t pCG - CAPMKTS); Lyons, f&bwl K^CG-CAFI'^SCrSJrYata.JohnF.CSlCGNY-SLSfeDadano.ffayiPBS- 

SLC); Ko^, Mark (PBS • NJ): Swadba, John (Corporate Rt^ ManaBament); Wood. Pad (Cop Credit- NY) 

Subject: RE: UM2 

iagiee. Ssm 

— 43rtginai Message—- 

Fran: McCiavet,Narman''(C(Hp Credit -NY) 

Sent: Monday. June 12,2000 11:53 AM 

T«t R3X.Pad«30SNy-Saj5) 

era 05^ Sar^ R {ffiK4>iY): Demo. Mark (OCG - C«»MKTS); tywia. f^rt ^CG - CAPMKTSh Yar® F. (C3CS NY - 

GLS); Dardano, ^y 0»BS - SLQ; Hogan, Mark PBS - NJ); Swadba, Jdm (Corporate Rfek Manacnmenfi; Wood, Paul 
(CerpCrerCt-NY) 

subject: RE: UM2 

i haim confim^ tus woiid !;» cutelde our marKiate, and fii^fore ^1 not be a c^dldate ter the l^nk to 

take. 


— Odolnal Messrs— 

FrtxK Fox, Pad (CtCG NY-GLS ) 

S«l^ ^^.June!^Z)8a&37PM 

To: Chap^Samu^OeV1iD.Msk:F«,Pati$iOtpten, Todd; {^QRa,Rc^»Ht;Y3{^ Jdm 

Ce: Bdsson, Nelt; Browning, Karat; Oardano, Ra^ Feeley. C^til; Hogan, Kter)^ McCSave, Nondan; McgfllEaiddy, Sheite: Rr»nay, .Aittn; 

Sieoel. Harold; Swadba, Jdm; Wood, Pad 
Subject: LJM2 


Gentiemert, 

The Commifiee is asked to ctsslder a S1QMM ^mre of a 364-day 9qu{d% tecSI^ter tee UM2 

Co - Immstment LP. La!2 h a Deiawara limfted partn«ehip o^aniad bytee CFO of Biron to prtv^a 
equity investmwits in tee energy and telecom seefi^. The primary source of deaJ flow for the partnership w8 
be Enron however Enron no* any of its subsidiaries w9l Issue any ^arantees with respect to the flnand^ 
performanse or minimum net worth of tee FHjnd. 

Merrill Lynch’s private equity group aded as j^a»ment agent for UM2 and g^erated $4.8MM te In 
1 999. It is expected that teraa will be a UM3 for which thae is a high likelihood that Menrm wOI act as 
placement agent 
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■ I have spoken with MLBUSA and the initial read'is-that due to the lack of a rating and nature of the borrower 
this would not be a strong candidate for the Bank. 

Please respond with your Yes/No vote at your earliest convenience. Additionally, should you have any 
questions or need further information please do not hesitate to contact me. ’ 

Thank You 

Paul 

« File: LJM2 selection fbrm.doc » 
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Interoffice 

Memorandum 



Merrill Lynch 


To: Tom Davis 


Fnmi: Ben Sulli'iraa 
• Sciiuylcr Tilney 
Robert Furst 

Date: July 7, 2000 


SubJ«t Request for an Bccqjtma to for a $ 1 OMM Loan gnmmitment m LJM II 


Background 

LJM n is a private equity partnership managed by Enron’s CTO, Andrew Fastow. The fund’s mandate is to invest 
in Esaron’s Merchant banking traa^tioQS. We rais«l $392 million for Mr. Fastow. 

Mr. Fastow has asked Merrill Lynch to participate in a S65 million loan facility for the fund lead by Chase. 


We respectfully request an Excepdon to Policy so Mcniil Lynch can participate in this loan for the following 
reasons: 

&iron is an ex»llent climit 
$40MM in revenue for 1999 
$20MM in revenue for 2000 year to date 
Andy Fastow is in an influential positidri fo direct business to Merrill Lynch. 

UM n will rmse its seccasd fund next year and we have an excellent chance of raising money for this fund. 
Capitalize on successful momentum with Enron (NiBv.ia Barges, Electricity Swap, UM II fund raising). 

It would be most helpful to have closure on this issue by July 1 1*. 


cc Dan Bayly 


Permanent Subcommittge on Investigations 

EXHIBIT #233 
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From: Browning, Karen (Coip <^edit • MY] 

Sent Tuesday, November 27, 20G1 1 1 :00 AM 

To: Yang, John F.^CICG NY* GLS) 

Subject: F& LJM - t^dated smimary 


The oancem on the part of the banfcs is that the whole Enron situation, including all the lawsufts. could somehow cause 
us to end up on the short end of the stick betv^n now and mafttfity data. The^ai! committed to tots ban, as did we, 
because of the Andy Fastow/Enron relationship and now that Fastcwls definite^ gone, and Enron most likely gone as 
well, they have no patience for wralting around to get thar money back. They, in factt, vani the attarnies to tty arto came 
up with an Immediate^ EOO, notwithstanding the fact that we've aiready had a defait and wil! be in an EOD situation on 
Jan. 22. Th^ don’t seem iitely at tois point to a^-se ,ta the vvaiver request. 

There Is a confarencs call antong the banks and air attomi^ scheduled tor this Thursday at 1 0 am. I am assuming 
Carol Feeney and Mike Mingione will p«irticipate, along with Dmitry and me. 

Karen 


--•torigina^^!esag(^---■ 
fmmt Yang, John F.taCG NY -GLS} 

Seat: TtjaaSay.Naveriw 27, 2301 13:50 AM 

Ta: Browning, Karen (Cam C«dtt • NY) 

Subject: RS; UM - updatsd summary 

request seems pretty good, is there a better outcome here? other than default/acceleratton and forced repayment? 


— “Ofi^al Message— 
ftwiK Browning, kwen (Coro GaSt' NY) 

Sent: Mcn<b(y, November S^lCOlUOO PM 

T« Yang,3(^F.CCS3SNY-Sl5} 

Cc Baren, Dmiey(Cerp£>siflt-NY5 

Subject: R£: UM - upg«ed summary 

66 2i^3% required (Dmitry, pis. confirm). Yes, facility will be reduced & become a term ban. 


■— Ori?pnal Message— 

Fram: Yang, John RfOCS NY -GIS) 

S«MS MoTKiay, 2S, 2001 t:ZS PH 

Tw Brrnvnjng. Karen (Carp CrecBt * NY) 

SubJ^Kb R&UM't4M3aadsm»7ary 

is the v«uv3r a 1 0O% vole? and idf i underatarKl this right the total facility will be reduced to S5Smm( the 
70mm funded less the IS mm cash repayment?) 

— J^fessage— 

FrtMtu Brnvming,Katn(CorpCnKfit-Ny) 

5«nt: Monday, Novanber 26,2351 1:07 PM 

Tot ?=edey, Carol p3CS NY - SIS); Mingieme, Hchad (Cwp Credt - NY); Ume, Mfclael (Gsrp CrecSt • ttf); Dd»i, 

Gary (OGC); Potalg aran (fflobal Debt Maricets); AlW, Eric (aCG - NY Madges); Yang, Johrj F. (aCG NY - 
€15} 

Ce Baron, Dmiby ^orp Crettt - NY); {SMasama, Vkastt X (Cirp Credit - NY); Motiarty, Edmond N (Carporata 

Kanageroefttj 

Soi^aet: ' FW:l^*igiiaesd summary 

As there have b^n spinfora agar^ed as to how we aggreadve we sfwuld gqspear during ttte 
LJM2 loan negotiations, 1 am forrtaftCng Dmitry's update of this situation as baciqround, I secorsd Carol 
Fsel^s request tiat we have s conferenos cal this aftemoan to disci»s. 

M essa g e " " 

From: Barm, DnutcyCGorp QetSt- NY) 

S«r(: Hen^,He¥anb«r2^ 200X12:5€PH 


T« Brewn^ia«nCCaTpCrecttt-NY) 


Permanent Subcommittee on luvestisatiotisl 
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Interoffice 

Memorandum 

To: Oirijs Birosak 



MeniH Lynch 


From: Riibeit Furst 
At: Merrill Lvnch IBK Dallas 

Tei: 214-849-5350 
Date: Februun' 7. 2QQ1 


Subject: Enron 

In 2000, Enron completed 52 transactions for $19 billion of finandngs - S16 billion of 
this was structured paper. NIL recently lost tiie mandate to undenvrifce $1.25 billion of 
zero coupon convertible debt because Enron does not believe ML is.a financial partner. 
CSFB, Chase, Citigroup and Bank of America all have in excess of $1.0 billion of 
exposure to Enron. This is our competition. SSB received the LYON mandate. 

An example of an Enron deal: ■ 

Enron established a joint venture witii CalFEES in 1994 to pursue energy investinents. 
CalPERS contributed $250 million in and Enron contributed $250 r^ion in Enron 
unregistered common stock. In 1998, Enron purchased CalPERS interest for 
approximately $400 million dollars. Enron, approached CSFB to participate with 
Barclays in a $320 million bank facility. The collateral package induded various 
interests in public and private energy companies and Enron stock valued at $500 
million. Enron syndicated the faring with a targeted hold for CSFB and Barclays at 
$40 million, which was completed in three months after funding. The facility was not 
Enron credit but had a trigger whereby Enron had to purchase subordinated 
partnership units for cash if asset coverage ratios were not met subject to a monthly 
test. While CSFB has protected itself witii credit default derivatives, other institutions 
have opted to help Enron •with ^didication, tiien sell their participation in the 
secondary loan market. (DLJ and BT Alex Brown have successfully implemented tiiis 
strategy.) Recent conversation •with CSFB indicates most of their positions could be 
sold for 98.5% to 99.25% of commitment amount 


Merrill Exmch has decided to help Enron underwrite and syndicate tinese types of deals. 
The objective today is to assemble the team to execute these deals. 


I Permanent Sabcomtnlttee on Investigations 

EXHIBIT #235 
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From: Kulick, Adam (CAPMKTS) 

Sent: Wednesday. July 1 1 , 2001 5:05 PM 

To: Lyons, Robert (CICG - CAPMKTS) 

Subject ^ran - rawhide 


Fyl - please see the note below, so now we either say no or say yes and 
get it approved using schuylers credibility. If we say no. I think we 
should cushion the blow wth the offer of the larger facility and wrap . 
it in to a bigger picture quid pro quo conversation. What do you thlnk!^ 


Sent from my BiackBerry Wireless Handheld (www.BlackBerry.net) 


— Original Message — 

From: Bellissimo, Dean (CICG - NY SWAPS) <D_Belllsslmo@ml.com> 
To: Diehl, Bowen CBK-DAL) <bdiehl@exchange.ml.com>: Kulick, Adam' 
(CAPMKTS) <AdamK@exchange.ml.com>; Furst, Robert (IBK-DAL) 
<rfurst@exchange.ml.a3m> 

Sent Wed Jul 11 15:59:132001 . 

Subject Rawhide 


I Just heard back from James and he told me tfiat Enron will definitely 
not tie our loss to new business. He's looking for us to give a final 
answer on the deal by the end of the day, as he will have to go back to 
ail the banks In the facility within a week. 

Dean 


Permanent Subcommittee on Investigations 
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From: Baron, Dmitry (Corp Credit - NY) 

Sent: Mond^, July 1 6, 2QQ1 9:58 AM 

To: Diehl, Bowen (IBK-DAL) 

Cc: Browning, Karen (Corp Credit - NY); Furst. Robert (IBK-DAL) 

Subject: RE: LJMS I Enron 

Allen got back to me saying that he was n<^ involved at all In this transaction. 

I swould reaily ^preci^e your help in getting some more information about this ©cposura Thanks a lot 

Dmitry 

— Original Message^— 

From; Diehl. Bowen (IBK-DAL) 

Sent Friday, July 13, 2001 6:42 PM 

To: Baron, Dmitry (Corp Credit - NY); Custard, Allen (IBK-NY) 

Cc: Browning, Karen (Corp Credit - NY); Furst. Robert (IBK-DAL) 

Subject: RE: LJM2 J Enron 

Allen, can you provide any insight here? 

As far as selling, we tcrok a substeintfal P/L hit fiar selling Zephyrus, not something we want to repeat if possible 
bowen 

Bowen S. Diehl 
Vice President 
Merrill Lynch & Co 
IBK - Dallas 

200 Crescent Court, Suite 550 
Dallas, Texas 75201 

ph: 214-849-5360 

ftc 214-849-6399 
cel: 214-693-5317 

— Original Message — 

From: Baron, Dmitry (Corp Credit - NY) 

Sent: Friday. July 13, 2001 4:52 PM 

To: Diehl, Bowen (IBK-DAL); Custard, AOen (IBK-NY) 

Cc: Browning, Karen (Corp Credit - NY) 

Subject: LJM2/ Enron 

Importance: , High 

Bowen, Alien, it came to our attention that we don’t ha>re much information on LJM2's loan. Do you know who would be 
the best person to talk to about it to see what the situarion with their Investments is (it's a fond set up by Enron's CFO to 
invest in telecommunication and energy projecte). Also,- it would be interesting to find put what the price of this loan on 
sec. market is and why ML does not consider a strategy to sell our participation down (as we are doing w/Zephyrus). 
Thanks a lot for your help. 


Best regards, 

Dmitry Baron 

Energy/Corporate Credit Risk Management 
212236-5557 
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From; Browning, Karen (Corp Credit - NY)* 

Sent Tuesd^, December 04, 2001 8:51 AM 

To: Alini, Eric (CICG - NY Mortgages); Cox, Kevin (Corporate Risk Management)* Moriarty 

Edmond N (Corporate Risk Managerment); .Chandler, Jeff (Debt eCommerce)* Fotak. Zoran 
(Global Debt Markets); Yang. John F. (CiCG NY - GLS) 

Cc: Woodward, Natalia (Corp CredS^- NY); DIMassimo, Vincent J. (Corp Credtt - Kf)- Lurie 

Mi^el (Corp Credit - NY) ’ ' 

Subject RE: Structured loan transactiors 


the 3 Funding loans are Master Lease transacfion (Jim Brown) utity subsidiary bridge loans. These facilities are 
approved by the Lease Investment Advisory Committee. 

LJM2 is SS.BMM funded. 

Original Message 

From: Alini, Eric (CICG - NY Mortgages) 

Sent Tuesday, December 04, 2001 1 1 :03 AM 

To: Cox, Kevin (Corporate Risk Management): Browning, Karen. (Corp Credit - NY); Moriarty, Edmond N (Corporate 

Risk Management; CTandler, Jeff pebt eCommerre); Fotak, Zoran (Global Defat Mari^)- Yang John F (CICG NY - 
GLS) ' ^ . 

Subject Structured loan transacdons 

keMn, 

As a fallow up to the Sunday call, a snapshot of tie structured loans In the portfolio are as follows 


zephyrus 22.5mm 

ljm2 9.8 mm 

mighty oak 40mm 

Us bahcorp synthetic tease 25mm 


names which we do not recognize which are listed on the all loans report are: 

LMB funding 
Cutwater funding 
surfaide funding 

given the sometimes cryptic narries used by tie transactions, are there any others whidi should be included which we 
missed? 

as discussed if u would us to undertake a underwrite/ra/iew, identay risks and suggest hedging strategies, pis me 
know. 

thanks eric 
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Interoffice 

Memorandum 



Marrill Lynch 


To; 

Herb Allison 

At 

New York 

From: 

Rick Cordon 


Schuyler Tilney 

At: 

Houston 

T«I: 

;i3/7S9-25l0/2 

Date: 

AprUl8,1998 


Subject: Enron Common Stock Offering 

We are requesting thatyou call the h\-o senior executives of Enron - Ken Lav, 
Chairman and Chief Executive Officer, and Jeff Skilling, President and Chief Operating 
Officer - regarding Merrill Lrmch's participation in Enron's contemplated $750 million 
common stock offering. Ken Lay will be in his office in Houston at about 8;30 a.m. 

CDT while Jeff Skilling will be in his office at approximately 11;00 a.m. CDT. Ken’s 
telephone number is 713/S53-6773, and Jeff's is 713/853-6894. 

Background of Transaction 

Enron was notified approximately six weeks ago by Moody's Investors Service 
that it is considering downgrading Enron's debt due to the increase in the Company's 
leverage over the past few years. After several meetings with Moody's to better 
understand its concerns, Enron determined that it needed to undertake a large common 
stock offering to avoid a credit rating downgrade. The Company is extremely sensitive 
with regard to confidentiality concerning this transaction (past equity offerings 
undertaken by the Company have been leaked in advance of the offerings, with 
negative consequences to the stock price); therefore, Enron solicited advice from only 
Merrill Lynch regarding size and terms of and market receptivity to the offering. We 
were obx’iously apprised of the transaction in the strictest confidence and were 
informed that no other investment banks would be contacted in order to lessen the 
likelihood of a leak. 

In connection with our dialogue with Eiuon on the offering, we obviously 
stressed not only our strong desire but also our unique qualifications to serve as lead 
manager. 'This role was actively supported both by Enron's senior finance staff {for 
whom we have successfully executed sex'eral large-sized debt offerings in recent 
months) and its corporate development group (for whom we were are presently 
engaged to execute a SI bilUon divestiture of their electric generation assets). However, 
our research relationship with Exmon has been strained for a long period of time. Our 
equity research analyst on Enron is John Olson. He has a poor relationship xvith Jeff 
and, particularly, Ken, for several reasons. First, John has not been a real supporter of 
the Company, even though it is the largest, most successful company in the industry. 
Second. Eruon views his research as flarved, particularly as it relates to a valuation of at 
least certain of its busixiesses (e.g., retail marketingi. Finally, John often makes snide,^ 
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and potentiaily embarrassing remarks about the Company in meetings with anaivsts 
while m the presence of Ken and Jeff. 


Ertron's Chief Financial Officer, Andy Fastosv, called last night to inform us that 
Merrill Lynch would not be selected as lead manager of the offering and, further, that 
we would not even be included as -a co-manager. He stated that the decision was based 
solely on the research issue and was intended to send a strong message as to how 
"viscerally" Enron's senior management feels about our research effort. He also stated 
that inclusion of Merrill Lynch in die’ offering would effectively constitute an 
endorsement of Olson's valiiahon methodology of the Company, and, in parScuiar, of 
his negative valuation of Enron's burgeoiung retail electricity and gas business. 
Importantly, Enron management believes that the success of its'common stock offering 
will be tied" to the successful sale of the retail electricity and gas story'. Andy further ' 
stated that Enron management did not wish to harm its investment banking 
relatonship wifii Merrill Lynch and that Enron would make a point of compensating 
us on other transacBons; however, their decision on this stock offering has been made 
solely on the basis of research coverage (DLJ, whose top-ranked analyst has Enron's 
stock on his recommended list, will lead the offering and ail of the co-managers have 
Buy ratings on Enron). 

Furpo.se of Your Call 

We would appreciate you calling both Ken and Jeff in an attempt to have Merrill 
Lynch inserted as a co-manager. Your call should focus on Merrill Lynch's 
lon^tanding relationship with the Company (see below for detafi) and our support of 
the Company through a wide variety of transactions over many years. While vou 
should probably actaowledge our difficult research relationship, you might also point 
out that Olson has at least been more positive cn their stock in recent months (Olson 
currently rates the stock a 3-1). 



Enron was formed in 198S from the merger of hvo large pipelines, InterNorth 
and Houston Natural Gas. We advised Houston Natural Gas (of which Lay was toe 
CEO) on toe transaction while we were at F'lrst Boston. Since such time, we have 
e.xecuted numerous transactions for Enron and have been one of toe Company's lead 
investment banks, induding acting as lead manager for toeir last common stock 
offering in 1992 (again while at First Boston) 

For this reason as well as our leadership position in toe natural gas industry, 
exdusion of Merrill Lynch from this transaction tvould be quite negative to us as well 
as detrimental to the Company in terms of transaction e.xecution. 

cc: Tom Davis 
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Dan Bayly 
Brian Hehir 


MS 06922 



2209 


From: 

Tilnsy. Schuyler (iBK-HOU) 

Sent: 

Monday, January 15 1999 4:02 PM 

To: 

Allison. Herbert M {NY-6XE) 

Cci 

Sayly. Daniel H(!BK-NY) 

Subject: 

Enron Account Update 

Herb: 



Thanks far your response re Baker Hughes', On a positis® note. I wanted to- update you on reoeni deveioprrentsjn cur 
relationship Enron since you spoke to (heir CEO, Ken Lay. last spring regarding our difficult relationship tn Research 
It is clear that your responsive message was appreciated by the Company, and any animosity in that regard seams to 
have dissioated in the ensuing months. To that end, we have recently been av/arded ^vo significant mandates tDy Enron: 
the first CO lead-manage the Si .5 billion IPO of their water company (Azurix), which is expeaed to file in late February: and 
the second co raise a $1 biilian private eqiily fund on behaif of the parent, svnich is expected to kick-olT in early fviarcn 
Tctel fees to Mernll Lynch for these tm transactions alone shouW be S4S50 fr,ili!cn 

1 wanted you lobe aware of these two transactions and to thankyou for your support with Ken. If rt woulcii'tbe coo much 
of a burden, l might also ask you to make a follovHjp call to Ken iater tfws spring (once we see how these deals progress'. 
1 will keep you apprised on that subjecL . ' ’ 

Many thanks 

Schuyler 
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From: 

Sent 

To: 

Subject 


Tiiney. Schuyler (IBK-HOU) 

Thureday, February 11, 19994:26 PM 
Jones, Rob (IBK-HOU) 

RE: Enron Mandate/ Lay Letter 


r. excellent letter s 

— Original Message— 

From: Jones, Rob (IBK-HOU) 

Sent Wednesday, February 10, 1999 6:51 PM 
To: Allison. Herbert M (NY-EXE) 

Co: Tiiney, Schuyler (IBK-HOU) 

Subject: Enron Mand^e/ Lay Letter 

Herb- 

As a follow-up to your recent discussion with Schiyler Tiiney, we thought that it might be appropriate foryou to send a 
note to Ken Lay at Enron thanking him for a recent mandate to serve as a co-manager on a 1 2 million share common 
stock offering ($775MM). The deal Is ^peded to price this week ( maybe as soon as Thursday). As Schuyler also 
indicated, we are working on several other assignments which could turn out to be quite meaningful financially to Merrill 
Lynch. We will keep you posted. We have taken the liberty of drafting a short note foryou to use or edit 

Regards, 

Rob 

« File: Herb Ailison Lstter.doc » 

Rob L Jones 
Merrill Lynch & Co. 

713-759-2545 (Tel.) 

713-759-25S1 (fax) 
robjQnes@ml.com 
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interoffice 

Memorandum 


msnill launch 


Ti,* D:m Bayly 

At ]BK • Nc^v V»'rk 

Fr.’nr SdiuylsrTiiiicv.'R.sscrNcrwu'n Bm Pr.ikr^ 
At ' • Gl-.'i'al Eitsrsy x Poivc- ■ Hv'Uf:!,'!} 

Tsi;' Ti3r«-:,'50 2?4S :54T 

D;ifg- Pccgmhrr 3. m'S 


Sul^ssS: Andy Fastpw (S^’P Sc CFO of Eiirras) visit nn D*f>.*mbor 4ih 
Dvervievy 

Thtiiifc ym (at MSittnf MCh Andy Batow ui 10;00 xm. on Fnduy, Dec«it«r 4'’-, Andy u m New Vork lo 
meet with our team resurdmatheSl billion equity ftatd Merrill L\nch is raising for Enrai. Enrun will asntnbuie 
S500 irallion to the fund, of vbioh a portion may be m the form of Enron camroon stivK. and tnsttiunoiis and 
Enron irtana^ers will cmtribirs the- balance. Bea Sulltvaa. David SulUvan. Schuller Tilaey -and Rouzt Hcwii-si! 
form the balance of the tesun oa this proja*ct. 

Backgrimad 

And)' is a very in^omnt relationshtp ftr the firm atui iS jHinapally rj^nsjb<e for Meirill Lynch's 
participauoa in the project. AS ym know, Merrill Lyndi was nearly excluded from Enron's S750 million commat 
sioc^ i^ermg sairlief this so this rmndaie Is critical to re-igitumg our rebutmitp with Enron. 

Merrill Lynch recently lead-managed an Enroa debt offering as well as a STEERS offenng. 

The Csmoant 

Enrol is araonf the larfest energy conpanies and has a market capiializaiion of upproximi^ely S20 billion. 
Hsftsi has rwently aanouaead a number of transaoicais, insitading the uoqiastuc^ of Wassax Water and uf Cogea 
Technologies. Merrill LyncJi re^esemed the mmority stockiiolder.'j of Cogen m the sale xv Enron. 

As you know, Enron is one of the most criiicil relationships in the Houhon oftics and the largest uompany 
ba-sed in Htsisios. We have hsd a close rolatjcatship with them fer many and ii wxmld be hdpfid if you could 
ucknowisalge our appradatioa for this iungsumding relationship during the course d the conversation. 
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Meirfll Lynch 


Facsimile Cover Sheet 


Investment Banking 
Group 

One Houston Goiter 
1221Mcianney 
Suite 2700 

Houston, Texas 77010 


To: Andrew Fastow & Mark Koenig 

Company: Enron Corp. 

Phone: 713/853-7427 / 5981 
Fax: 713/646-2300 / 3002 
Subject Eruon Corp. Calling List 

From: Schuyler Tilney 
Phone: 713/759-2530 
Fax: 713/759-2539 

Date: April 28, 1998 

3 Pages including this cover page. 

(Should you have probleBU receiving this transmission, please contact Teresca 
Goodgaxne (733)7S9^« 


Andrew & Mark, 

Attached is a callin g list from Jdhh ^son for the Enron Corp. common stock offering as of today. We will 
send to you an updated list as it becomes available. Please fed free to call either myself, Rob or Adam 
with any questions or comments between now and ttie pricing. 


Attentien: Employee Faxing Material 

This should not contain mfdrmation not forpublic distiSnrtion or any proprietary information deemed for internal use 

only. 

ArteHtSon! Recipient of Faoced Material 

The xnfonnatian herein has bm obtained from sources which we beEeve to be reliable, but we do not guarantee its accunq^ or 
completertess. Neidier the information nor any opinion expressed cmstitutesa solicitation by us of the purchase or sale of any 
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As of 04/28/98 at 5J8 PM 


John Olson - Enron Call List 


Name Company Comments 

1 Ray Qtan Franklin Funds ' Bought stock befcae Q1 reporL May buy some 

more. EES valuation is an issue 

2 John Gavin AmEx - IDS 


3 

Dennis Walsh 

Fleet Hnancial Group 

4 

Larry Tedesebi 

BancOne 

5 

John Lennon 

Colonial Management 

6 

Dave Powers 

Ohio State Teachers 

7 

Bruce VHIiams 

Morgan Guaranty 

8 

Joann Barry 

Scudder Kemper 

9 

' ZaMian 

Northern Trust 

10 

Tom Boigart 

First Star 

11 

Rod Mitchell 

Mitchell Groig> 

12 

Stacy Saul 

George Weiss Associates 

13 

Peter Vig 

Tiger Mgmt 

14 

Monroe Helm 

Barrow Hanley 

15 

Gregg Winneke 

USAA 

16 

Christine Drisch 

American Qqiital Mgmt 

17 

James Elliot 

Cowen Asset Mgmt 

18 

Jarl Gnsberg 

Provident Captal Mgmt 

19 

Em Boyd 

Harbor Capital Mgmt 

20 

Em McMadden 

Silcap 

21 

John Murphy 
(212)598-8104 

Mitchell 

22 

Mike Nohe 

Neuberger Berman 

23 

TomMome 

State Street 

24 

Barbara Friedman 

John Hancock 

25 

Barry Allen 

Putnam 

26 

Phil Kaukkonen 

Lord Abbott 

27 

Bruce Bottomley 

Sasco Coital 


Likes story. Thinks h will be the next WMB. Is 
concerned about the size of the premium on Enron 
Energy Services (EES). Could be a buyer. 

Left Voice Man / Enron Story 

Ukes story, undecided on it Meeting with Lou 
Pal on Thursday. Will decide on Friday. 

Likes story. Concept player will visit on Frid^ 
AM. May buy mem. 

Enron story & Its valuations. Likes stod; • will 
meet with Lou Pai Wednesday. Will make up 
mind on F^day. 

Left Voice Mail /Enron Story 
Left Voice Mml /Enron Story 
Left Voice Mail /Enron Story 

Owns Stock/Likes story/ undecided If he will buy 
more. EES valuation premium is an issue. 

Wants to buy ebeaper/He’s a bargain hunter. 

Left Voice Mail/Enron Story 
Will probably pass 
Left Voice Mail /Enron Story 
Left Voice Mail /Enron Story 

Doesn’t own/may be interested. Asked a lot of 
questions. 

Left Voice Mail /Enron Story 
Left Voice Mail /Enron Story 
Left Voice Mail /Enron Story 
Left Voice Mail /Enron Story 
Left Voice Mail /Enron Story 

Left Voice Mml /Enron Story 

Left Voice Mail /Eruxm Story 

Like the idea, will condder H. Doesn’t own now. 

111101(5 price is too high. Might bite @S44 • S45 

Left Voice Mail /Eru-on Story 

Left Voice Mail /Enron Story 
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As of 04/28/98 ai5:38FM 


28 

LisaNunni 

MassHnancial 

29 

John Wong 

Mi^HaaiKial 

30 

Don Kilbride 

Ihe Bc^on Ccxni»ny 

33 

George Dd.acas 


32 

Bill Bart 


33 

Joel KurA 

Columbus Circle 

34 

Toi^ Giammalva 

Dawson Sambmg; 

35 

Mardn Roberts 

Salomon Asset Mgmt 


Ixft Voice M;^ /Enron Stoiy 
Left VsH« Msal /Sxaoa Story 
Left Voice Miul /Enron Story 
Left Voice Mai! /Enron SU}iy 
Left Voice Mail /Enron Story 

Like Enron/ovms stock. Bought in Febmary/Will 
SM! Mgmi next Monday @ 1:00pm (d«U pric^ 
tiiat day!) could buy more. 

Bought big poaiion @$4 1 - S42, Debby Pratt has 
rafted. Huge bull st<x;k. Bought more today. 
Win probably buy more on deal-price sensitive 

VilUlodcat-Maybxy on weakness. 
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HerrillLynch 


Facsimile Cover Sheet 


Investment Banking 
Group 

One Houston Center 
1221 MdCinney 
Suite 2700 

Hwiston, Texas 77010 


To: Andy Fastow & Mark Koenig 

Compan}^; Enron Corp. 

Phone: 713/853-7427 / 5981 
Fax: 713/646-2300 / 3002 
Snbj ect Updated Enron Corp. Calling List 


From: Schuyler Tilney 

Phone: 713/:^9-2530 
Fax: 713/759-2539 

Date: April 30, 1998 

5 Pages induding this cover page. 

(Slurald yon have ptoblenu xecdving fiiis tnnsnusnon. please contact Tezesea 
Goodgame (713)759-251fi 


Aruiy &Mark, 

Attadied is an updated caHing list from John Olsen for foe Enron Corp. common stock offoing. We will 
send to you anofoer iq>dated list when it becomes available. Again, please feel free to call either myself/ 
Kob or Adam wxfo any questions w comments between now and foe pricing. 


AttewBaiw l-twulnvee Material 

This facsiiiule should not cordain hifonnation not for public distribution or any proprietary information deemed for internal use 
only. 

AttmtioK Redoient of Faxed Material 

The infotmarion lurein has been obtained from sources whidi we believe to be reliable, but we do not guarantee its accuracy or 
completeness. Nrifoer dte information nor any opinion expressed emstitutes a soSeitation by us of the purdiase or sale of any 
securities. 
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John Olson - Enron Call list 

4/29/98 

Kame Company Comments 

1 Pat Kane Federated Researdi 


2 

IdutSegner 

lavesco 

3 

Brsui Egress 

Hearriand Advisers 

4 

EmMarguaid 

Rain^ hivt. Mgxnt 

5 

Brian Wafl 

Munder Capital Mgmt 

6 

Robert Leslie 

Trusco Capital Mgmt 

7 

Leonl^irlin 

Lehman Ark Mgnn 

8 

Petcr^ehl 

Iriist Ccm^y la 

9 

JimMcFadden 

SOcap 

ID 

MOffi Custer 

Hrst Chicago < NBD 

11 

Kevin McC^ 

Bank of New Yak 

12 

BDlSele^ 

MludreU Hutchins 

23 

Ke^O’Oainer 

Bankers Tru^ 

14 

JocHlI 

SunTrust 

15 

Brian Hannon 

Delaware Mgmt. 


15 

PaulCrovo 

General Accitknt 

17 

J^ksosHoirid^ 

Fanxsrs IxBunn^ 

18 

Berne Fleming 

IDS 

19 

Michael Hoover 

U.S. Trust 

20 

Martin Russell Jones 

Conqnuts Mgxnt (Lomlon) 

2! 

ErontHestor 

Tilowe Price 

22 

IlHbsreSc^in 

Omro Investor 

23 

Kim Schnabel 

CREF 

24 

V/illMaggia 

Westfield C^tal 

25 

Dave 23mxnainaa 

Loomis Sayies 


Left Voice Mail /Enron Story 
Voice Mail / Enitm Story 

t>»cussed£nro& Intfeiail/Noimtarested. Owns 
M| positbs is SWH 

Discussed Ennn in dstul/Doesn’t know story 
wdV But will look at it Sman inveaor - likes gas 
commodity 

Left Voice M^ / Enron Story 
Left Voice Mail / Enron Story 

Has sold down Enron posidon/No inters tn the 
stock. Warns lo mov« Sk»at hsstoad 

Du^u^ed Emtm in detail/ Set ® 1(^00 am 
/win see Enron on Biday/e-mailed research 

Discussed Enron/WiU look at it/No sense of the 
depth of interest/ 

Left Voice Mail / Enron Stoxy 
Left Voice Mail / Enron Story 
l«ft V<Hce / Enron Story 
Left Voias h&il / Enron St£^ 

Discussed Enron in ckuul/Not intoresred. 

Discussed Enron/Likes story long torm/Can^t get 
others interested/ Doesn’'t want to pay S49 JO/ 
Hunks stock could be good/Sitting on the fence 
post 

Left Voice h^/ Enron SiGsy 
Left Voice Mail / Enron Stcay 
Left Voree Mail / Esnm Story 

C^scussed Enron in detml/owns a fneee of Enron 
already/h^y add to position/lUces to buy h 
cheaper/ Could be a buyer. Faxed him research 

Discussed Enron stcny/E-muled data/ cotdd be a 
bnyer. 

Left Voice M^ / Ennm Story 

Discussed Eiuon in demil. Alnudy owns @ 
S4L00. Wai visit with Lay tomotrow 
AM/Borderltne buyer. 

Left Voice Mail / Enron Story 
Left VoIm Mail / Enron Stcry 

l^KMssed Enron in deiail/akeady owm siock/Not 
big posmGn/U»k5 lite he will sit out on deal/wait 
f<7 it to come down 
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4/28/98 

Name : Company Comroems 


Discussed Enron/Didn't seem too intemsted. 

Discussed Enron/Will go to the roadshow next 
Monday/Luke warm to stoxy 


1 

James Elliot 

Cowen Asset. 

2 

Steve Pouns 

BeutW Goodman 

3 

Peter View 

Trust Company of the West 

4 

Bruce Wniiams 

Morgan Guazan^ 

5 

Terry Shu 

Morgan Guaranty 

6 

Annie Tsao 

Alliance Ci^tal Mgmt 

7 

Stacy Saul 

George Weiss 

S 

Joe Sheer 

Omega Investors 

9 

Eric Schaipf 

Miner Anderson 

10 

Dick Kolosld 

Adams Express 

11 

Dwight Cbwden 

Mellon Bank 

12 

Pat Kane 

Federated 

13 

Rob Boyd 

investment Counsel of 
Maryland 

14 

Bill Adams 

NCNB/Boatman 

15 

Gene Gillespie 

Mississippi Valley 

16 

Dannette Miller 

KGssissippi VWl^ 

17 

Eric Elvekrog 

Duff & ^Ips Asset Mgmt 

18 

Jery Jun 

Harris Trust 

19 

Joe Woemer 

State of Wisconsin 

20 

David Dowltf 

Luther King Asset Mgmt 


Deft Voice Mail / Enron Story 

Discussed Enron/He likes it/Bui Teny Shu 
(Qectric's) is calling the shots on Enron 

Left Voice Mail t Enron Story 

^scussed Enron in Detail. Annie is still up in the 
air. Cant teU y/bsi she is going to do. 

Discussed EnrasL Wants to know it better. No 
clear indication. 

Discussed Enron / Not interested/owns a lot of 
EOG, however. Will not be in deaL 

Left Voice Ma2 / Enron. Story 

Discussed Enn»/Likes at a lower price. Owns 
EOG 

Left Voice Mail / Enron Story 
Left Voice Mail / Enron Story 
Left Voice MaH / Enron Story 

Discussed Eruon/ would become interested @ 
$43>$45, probably won’t come in on deal 

Discussed Enron . Stock too rich < will pass. 
Discussed Enron . Stock too rich - also will pass. 
Left Voice Mail /Enron Story 
Left Voice Mail / Enron Story 

Left Voice Ma3 / Enron Story. Joe will be out of 
the oftlce until May 1. 

Discussed Enron. Would be interested @ a lower 
price. Will go the meeting on Friday. 
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32 BUI Burt 

33 JoellCuith 

34 Tony Giamxnalva 

32 Martin Robeis 


Columbus Circle 


Dawson Samburg 


Salomon Asset Mgrot 


Left Voice Mail /Enron Stoty 

Like Enron/owns stock. Bought in February/Wlll 
see Mgmi next Monday @ 1 :0bpm (deal prices 
that day!) could buy more. 

Bought big position @$41 - S42. Debby Prau has 
retired. Huge bull on stock. Bought more today. 
MU probably buy more on deal-pri^ sensitive 

Will look at - May buy on weakness. 
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Merrill LyncA 


Facsimile Cover Sheet 


Investment Baiijdng 
Group 

One Houston Center 
1221 McKinney 
Suite 2^ 

Houston, Texas 77010 


To: Andy Fastow & Mark Koenig 

Company: Enron Corp. 

Phone; 713/853-7427/5981 
Fax: 713/646-2300/3002 
Subject Final Enron Corp. Galling List 


From: Schuyler Tilney 
Phone; 713/759-2530 
Fax: 713J759-2539 

Date: May 4, 1998 

7 Pages including this cover page. 

(Should you have probltms receiving this transmission, please contact Teresea Bn»oks at 
(713)759.2516 


Andy & Mark, 

Attaci«d is fee final tiling Est fnrai John Olson fc* fee Eruxm Coip. ccsnunon stix^ oSeiing. fe^ 

fiee to caU eifeer myself, or Adam wife any or coxzmi6!n& between now and fee pricmg. 


Attentian; Employee Fmdng Msterfal 

This ^simile ritoald not ecsitam iafonnatiGn not ibr px^hc distribution or ai^ proprietary kihmnaUtm draned for internal use 
onfy. 

Attmdon: Redpient of Faxed Material 

The information herein has been obtained horn source we believe to be reliable, but vve do not guamntee its accur^ or 

coa^ietoiess Ndtiter the information nor any opinkm mg>n5sed constitutes a solidtation by us the purfease or sate of any 
tecurities. 
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John Olson - Enron CMI List 

5/1/98 

Marne Company Comments 


1 

Paul Scoville 

Carl Domino 

2 

rmCaiToa 

locanisSayles 

3 

AanteTsao 

Alliance 

4 

JodEH 

Sun Trust MgiM 

5 

Annie Tsao 

Alliance Coital 

6 

Sheldon Simon 

Putnam 

7 

Pm Kane 

Federated 

8 

Bin Fatrsr 

MLAM 

3 

WadmrRogKS 

MLAM 

10 

OaudeC^y 

AIM 

11 

Rank Gallagher 

Catalyst Fund 

12 

Yasha Goftnan 

Dodge & Cox 

13 

Jack LeVande 

ArkAsretMgmt 

14. 

SunitaSin^ 

Fiduciwy- 

15 

Tom Mu^k 

JohnMcst^ 

16 

PatRowies 

Xempner Divestment 

17 

Harry Ravin 

Austin Calvert 

18 

David Gindier 

Waddell & Reed 

19 

Monroe Helm 

Barrow &a]ey 

20 

David Jordan 

fayezSaroizm 


Discussed Enron in detail/not inierested 
Left Voice Mail / Enron Siixy 
Sending her more infonnadon 
EHscussed Eiuon (apis>/Stlll not a buyer 
Left voice mul more enron det^b 

Discus^ Enroo/Coming into office at 2:00. pm 
/already owns stock/wiil decide after listening to 
stoiy. 

Left Voice Mall / Enron Story 
Left / Enion Stcny 

.Left V<^ Mail /&jnja Susry 
Discussed &Bt»t/win pass/ thinks its fairiy valued 
Discussed Enron / Not interested 
Left Voice Mail / Enron Story 
Left Voice Mail / Enron Story 
Left Vo!« Mail / Enron Story 
Left Voice / Eaton Story 

Di^rcusstti £nnm/N(^ interested 

Discussed Enron/Somewhai interested/was going to 
meeting 

Left Voice Mail / Enron Slo^ 

Left VoiM Mail / Enron Story 

Discu^ed Eraon in deiail/Industry outlook/ Will 

meet on W«iaesday May 13th. 
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4/30/98 


Name 


Comments 

I 

Ed Amberger 

Morgan Stanley Dean Witter 

Tried to leave voice mail/mailbox full 

2 

JoeKIimas 

State of Midiigan 

Discussed Enron in detail. Won’t |my up. 

Likes low P/Es. Full in his gas positions 

3 

^hura Shaunbessey 

Mass iinandal Services 

Left Voice Mail f Enron Story 

4 

Sheldon Simon 

Pmnain 

Left Voice Mail / Eiuon Story 

5 

Steven Dr^ 

Strong C^it^ 

Left Voice Mail / Enron Stay 

6 

Glenn Johnson 

Hrst Asset Mgmt 

Left Voice Mail / Enron Story/New to Group 

7 

Jeff Erickson 

Advantus 

Left Voice Mail f Enron Story 

3 

Debby Janson 

St^Roe 

Left Voice Mail / Emm Story 

9 

John Segner 

hivesco 

^scussed Enron in detail/Wm’t be in &m>n deal/ 

* Owns El Paso; wants to buy Sonat at lower price/ 
trying to get him interested in Columbia (CG) and 
Consolidated Namral (CNG) 

10 

Bob Unger 

Columbia Mgmt 

Left Voice Mail / Enron Story 

11 

Annie Tsao 

Alliantt 

Discussed Enron in more detail/ 

Seems to like the stoiy/May have a buyo- here. 

12 

Carroll 

Loomis Stories 

Left Voice Mall / Enron Story 

13 

Pat Kane 

Federamd 

Discussed Enron/Not interested 

14 

Mike Kerr 

Capital 

Discussed Enron in detail/Looking bard at stock/ 
May come in/Fmced resear^ 

15 

Berne Fleming 

IDS 

Discussed Enron in detrul/Owns Enron/ 

Doesn’t want moe/Looking @ CNG; CGP & CG 
owns big. Wants more gas exposure 

16 

Dave ^Smmerman 

Loomis Sayles 

Discussed Enron in detail/not an Enron buyer/ Ran 
thru arguments - still not interested/ very interested 
in Williams/owns EPG 

17 

Annie Tsao 

Alliance 

More discussion on Enron/Slill learning conq}any/ 
don't think she will be in /wants Sonat data & 
Williams 

18 

James Elliot 

Cowen Asset 

Discussed Enron in detail/ 
looking again at company/ buy 

19 

Mike Kerr 

Capital Research 

Discussed Enron in detail/ live one here/ 

Could be a buyer 

20 

John Johnson 

Berger Furuls 

Discussed Enron in detail/ 

Not interested 
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4 / 29/98 



Name 

Company 

Comments 

1 

Pat Kane 

Federated Research 

Left Voice Mail / Enron Story 

2 

John Segner 

Invesco 

Left Vcnce Mail /Enron Story 

3 

Brad Evans 

Heartland Advisors 

Discussed Enron in deuul/Not interested. Owns 
big position in SWN 

4 

rimMarguaid 

Rainier InvL Mgmt 

Discussed Enron in detail/Doesn't know story 
w^ll/ But will look at it Smart investor • likes gas 
commodity 


5 

Brian Wall 

Mtindcr Coital Mgmt 

Left Voice Mail / Enron Story 

6 

Robert Leslie 

Trusco Capital Mgntt 

Left Voice Mail / Enron Stc^ 

7 

LeonTsirlin 

Lehman Aik Mgmt 

Has sold down Enron positim/No interest in the 
stock. Wants to move up Sonat instead 

8 

Peter Vichl 

Thist Con^any in West 

Discussed Enron in detail/ Set up appt @ KhOO am 
/will see Enron on Eiday/e-mailed research 

9 

.Hm McFaden 

Silc^ 

Discussed Enron/V^ look at it^o sense of the 
depth of interest/ 

10 

Mike Custer 

Erst Chicago - NBD 

Left Voice Mail / Enron Story 

11 

Kevin McCabe 

Bank of New York 

Left Voice MaH / Enron Stoiy 

12 

Bin SelesI^ 

Mitchell Hutchins 

Left Voice Mail / Enron Story 

13 

Katie O’Conner 

Bankers Trust 

Left Voice Mail /Enron Story 

14 

Joe Hill 

SunTrust 

Discussed Enron in detail/Not interested. 

15 

Brian Hannon 

Delaware Mgmt 

Discussed Enron/Likes story long term/Can’t get 


othm interested/ Doesn’t want to i»y S4930/ 
Thinks stock could be good/Siuing on the fence 
post 


16 

Hul Crovo 

General Accident 

Left Voice Mail / Enitin Stoiy 

17 

Jackson Hockley 

Farmers Insurance 

Left Voice Mail / Enron Story 

18 

Berne Beming 

JDS 

Left Voice Mail / Enron Story 

19 

Midiael Hoover 

U.S. Trust 

Discussed Enron in detail/owns -a pece of Enron 
alremly^ay add to position/likes to buy U 
cheaper/ Could be a buyer. Faxed him research 

20 

Martin Russell Jones 

Compass Mgmt OLondon) 

Discussed Enron stoiy/E-mailed data/ could be a 
buyer. 

21 

Brent Hester 

TJlowe Price 

Left Voice Mail / Enron Stexy 

22 

Diane Sobin 

Chase Investor 

Discussed Enron in detail. Already owns @ 
S41.00. Will visit with Ken Lay tomorrow 
AM/Borderline buyer. 

23 

Kim Sdinabel 

CREF 

Left Vdee Mail / Enron Story 

24 

Wni Muggia 

Westfield Coital 

Left Vrace Mail / Enron Story 

25 

Dave Smmerman 

Loomis Sayles 

Discus^d Enron in deUul/already owns stock/Not 
big posiiion/Looks like he will sit out on deal/wait 


for it to come down 
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4 / 28/98 ^ 

Hanie Company Commenis 


] 

James Elliot 

Cowen Asset 

2 

Steve Pouns 

Beutel Goodman 

3 

Peter VieW 

Trust Company of the West 

4 

Bnme Wniiants 

Morgan Guaranty 

5 

Terry Shu 

Morgan Guaranty 

6 

Annie Tsao 

Alliance Capital Mgmt 

7 

Stacy Saul 

George Weiss 

8 

Joe Sheer 

Omega Investors 

9 

Eric Scharpf 

Miller Anderson 

10 

•DickKdoski 

Adams Express 

U 

Dwight Gjwden 

Mellon Bank 

12 

Pat Kane 

Federated 

13 

Rob Boyd 

investment Counsel of 
Maryland 

14 

Bill Adams 

NCNB/Boatman 

15 

Gene GOlespie 

Mississif^i Valley 

16 

Dannette Miller 

Mississippi Valley 

17 

Eric Elvekrog 

Duff & I^elps Asset Mgmt 

18 

Jerry Juts 

Harris Trust 

19 

Joe Woemer 

State of Wiseemsin 

20 

David Dowler 

Luther King Asset Mgmt 


Discussed Enron/Didn't seem too interested. 

Discussed Enron/Will go to the roadshow next 
Mooday/Luke warm to story 

Ldft Voice Mall / Enron Story 

Discussed Enron/He likes it/But Terry Shu 
(Electric’s) is calling the shots on Enron 

Left Voice Mail / Enron Story 

Discussed Enron in Detail. Annie is still up in the 
air. Cant tell what she is going to do. 

Discussed Enron. Wants to know it better. No 
clear mdictmon. 

' Discussed Enron ( Not interested/owns a lot of 
EOG, however. Will not be in deal. 

Left Voice Mail / Enron Story 

Discussed Enron/Likes at a lower price. Owns 
EOG 

Left Voice Mail / Enron Story 
Left Voice Mat! / Enron Story 
l.eft Voice Mail / Enron Story 

Discussed Enron/ would become interested @ 
$43>S45, probably won’t come in on deal 

Discussed Enron . Stock too rich - will pass. 
Discussed Enron . Stock too rich • also will pass. 
Left Voice Mail / Enron Story 
Left Voice Mail / Enron Story 

Left Voice Mail / Enron Story. Joe will be out of 
the office until May 1. 

Discussed Enron. Would be interested @ a lower 
price. Will go the meeting on Friday. 
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32 

Bill Burt 


Left Voice Mail /Enron Story 

33 

Joel Kunh 

Columbus Circle 

Uke Enton/owns stock. Bought in Februaiy/WUI 
see Mgmt next Monday @ 1 :CX}pm (deal prices 




that day!) could buy more. 

34 

Tony Giammalva 

Dawson Samburg 

Bought big position <§S41 - S42. Debby Pratt has 
rettred. Huge bull on stock. Bought more today. 
Wll probably buy more on deal-price sensitive 

35 

Martin Roberts 

Salomoa A^et Mgml 

Will look at • May buy on weakness. 
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Interoffice 

Memorandum 


CONHOENTJAl 


^Merriil Lynch 


To: Debt Markets Commitment Committee 

From; Energy & Global Power Schu}'ler TUney, Robert 
Furst, Bowen Diehl, Stephanie Schulz 
Leverage Finance; Michne! Senfr, Chri? Stout, 
Allen Custard, Erica Cho 

Debt Capital Markets: lack Sconzo, Acajm Kulick 
At Enetgyfi: Global Power. (713) 75'^-2530. (2141 

S49-535a, <214) S49-3360. (214) S49A330 
Leverage Finance: (212) 449-8236, (212) 449-0982, 
(212) 449-4240, (21 2) 449-2675 
Debt Capital Markets; (212) 449-490S, (212) 449- 
3715 

Date: March 27, 2001 


Subject: S40.0rniUinn purikipatian remisst from znron Carp. (“Enron" or the "Company’') in ftmiiing a five-ifear 
Smior Secured Credit FiTcti5>i;/0r ir, vestments^ LLC ("Zephi/nis") 


Transaction Summaiy: 

Borrower / Guarantor: 

Zephyrus Investments, LLC/EnronCorp. 

Facility: 

Senior Secured Term Loan Faciiiry 

Amount of Facility: 

$431,725,000 

Use of Proceeds: 

Funds a Special P;u-pose Entity to purchase receivables and 
other short term investment grade assets 

Merrill Lynch Commitment: 

S40.0 rmiiion 

Timing: 

As soon as practicable 

Ratings: 

Not Rated ; underlying assets are BBB- or better with 1 .25x asset 
coverage and Enrcn subordinated capital commitment 

Maturity: 

January 2001 

Listing / Ticker. 

Zephyrus is not listed. Enron is "EN'E" 

Administrative Agenb 

JP Morgan Chase 

Other Lenders: 

Bank of America. BNP Paribas. Fleet National Bank, Sumitomo, 
Royal Bank of Scotland, First Uruon National Bank. Sanwa, 
industrial Bank of Japan, WestLB. CISC 

Independent Auditors: 

IKPMGLLC] 

Group Head Approval: 

lack Yang/Christopher Johnson 

Merrill Lynch Research Coverage: 

Leo Keiser (Fixed Income), Donato Eassey (Equity) 


Permanent SubtomTnittee on Investisatlonsj 


EXHIBIT #244 
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CONHDENTIAL 



Merrill Lynch 


Interoffice 

Memorandum 

To- Defat Markets Comntitment Committee 

From: Energy ir Global Power Sohuyler Tilnov, Robert 

Furst, Diehl, Ftephanie Sthulz 
Leverage Finance: Michael Senft, Chris Stout, 
Allen Custard. Eric Cho 

Debt Coital Markets: lackSc'onzo, Adam Kulick 
At; Energy ^ Global Power {713) 759-2530, (214) 
849-53*50, (214) 849-5360, (214) 849-5330 
Leverage Finance: (212) 449-09S2, (212) 449-| | 
Debt Capital Markets: (212) 449 (212) 449-3715 

Date: March 27, 2001 


Sn!?;sct: S4Q-0 millhu participation request from Enron Co-y. ("Enron" of the Company) in funding a five-year 
Senior Secured Credit FacUify frr Zefrtyms Investments, LLC ('‘Zephi/ms’} 


I. Summary 

ivlerrlli Lvnch has been asked 'by' Hrircn tc participate in a credit facility for Zephyrris, a newly formed 
Delaware limited liabUity company created by Enron for the purpose of aiding in securitizing receivables- 
Merrill Lynch will take assignment of S43.0 million of a 5481.725 million Senior Secured Term Loan 
Facility (the ''Facility”)., vs’hach will be funded in full at closing. Zephyrus was initially capitalized with 
5500 rniliion, 5481.7^ million from the Facility and 518.275 rrillion in equity. The debt at Zephyrus is 
ultimately secured by a portfolio of high-quality assets (the "Core Permitted Assets”) purchased from 
Enron. The asset quality is further complemented by additional layers of equity in the structure which 
raise the asset coverage of the credit facility to 1.25 times. ■ The purchase of the Core Permitted Assets 
from Eruon will raise S500 million in proceeds to be used by the Company to refinance debt and for 
general corporate purposes, while providing Enron with S500 million of ■‘minority interest" equity 
financing- Chase Securities Inc. ("CSi") arranged the credit facOity for Zephyrus, which closed on 
November 28, 2000, with the participation of The Chase .Manhattan Bank, Bank of America, N'.A.. BNP 
Paribas and FleetBoston Financial. 

II. Merrill Lvnch Relationship 

Merrill Lynch has maintained a strong long-term relationship with Enron Corp. Recently, howev«-, 
Enron management informed Merrill Lynch that it is at a distinct disadvantage because of Merrill’s 
reluctance to use its balance sheet to support Enron's business activities. Enron has Informed Merrill 
Lynch that, regardless of the firm's strengths in the various capital markets and advisory areas, hiring 
Merrill Lvrvch for high-profile assignments could jeopardize its relationships with its key providers of 
capital. 

Endeavoring to improve its relationship with Enron, the .Merriil Lynch Enron relationship team arranged 
a meeting on February 16, 2001 between the senior management of Enron (Andy Fastow - CFO) and Dan 
Bayly and Tom Davis, to discus? ways in which the two companies could work together. As a result of 
this meeting, .VlerrUi Lynch agreed to seek ways to commit its balance sheet to "selected situations" that 
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were uruquelv value-added to the Company. The trajasaction discussed herein the fir<t in>tnnvc or such 
a situation since the meeting in N'e^v York. Enron has told Merrill Lynch th^t. despite its small size, this 
transaction is high profile and the firm's participation ■would be noticed. 

Merrili Lynch lead -managed a S200.0 million TOPrS transaction in 199b, a S4d0.0 nLliton project tin.incing 
for Sutten Bridge Power in 1997, a S150.0 million TOPrS transaction in 1992 and a S200.0 million 
Remarketed Reset Notes transaction in 1997. Merrill Lynch co-managed a 15.0 n-uUion shore and 12.0 
million share common stock offering for Enron in 1998 and 1999 respectivclv, and lead-managed a 
mElion share IPO of Enron's water company (Azurix) m 1999. Recently, Enron engaged .Merrill Lynch as 
its buyside advisor for the potential purchase of Valero. Merrill Lynch also placed two one-vear 
eurobonds for VIQ billion and ¥20 billion and is engaged as an advisor on the purchase of ?ithe's .Asian 
generation assets. 

ITT. Summary of Senior Secured Term Lpan Fadlltv 


Facility 

Senior Secured Term Loan Faculty 


LIBOR Additional 

Amount Tenor Ma rgin Upfront Fees 

S481.725MNI 5-Year IX’.Obps 550 MW -50 bps 
i535 MM -35 bps 
S20hai-20bps 


The S481-725 million Senior Secured Term Loan Facility is structured as a five-vear non-amortizmg term 
loan. The Facility -w-as made available to Zephyrus in a single drawing upon closing to finance a portion of 
the purchase price of the S500 million Preferred Units to be issued by EFP, 


Structurnl ProtectioJis: 


Payment of Interest 


Repayment of Principal: 


Lenders under the Facility will have a first priority security interest in the 
Preferred Units and. the LLC Agreement of EFP. EFP, in turn, has a 
perfected security interest in receivables owned by Sequoia, in addition, if 
EFP fails to comply with certain covenants under the LLC Agreement, an 
Event of Default will occur under the Facility. 

Quarterly interest on the Facility will be paid from the Preferred 
Distributions by EFP. The Preferred Applicable Rate was set at LIBOR 
plus a spread (1-0202%), sufficient to cover anticipated interest payments 
on the Facility, expected yield on Zephyrus equity and estimated 
expenses, including local taxes. 

As their source of repayment, the Lenders will look to liquidation of EFP's 
Core Permitted Assets. The Facility may be prepaid by Zephyrus, in 
whole or in part, on any interest payment date under the Facility. The 
Facility is required to be prepaid upon the early redemption, disposition 
or purchase of the Preferred Units. In addition, 97% of any Partial 
Redemptions (the "Partial Redemptions") are required to be used to 
prepay the Facility. 
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IV. Sources and Uses 

The table below sets forth sources and uses related to the capitalization of Zephyrtis. 


(dollars in miUions} 


1 :Sources: 

V*‘iS: 1 

Term Loan 

S481.725 

Purchase of Preferred Units 

5500 ; 

Equit%’ Investment 

18.273 


1 

Total 

5500 ; 

Total- 

5500 1 


V. Transaction Overview 

This transaction allows Enron to raise S300 million of "minority interest" equity financing and provides an 
efficiertt financing vehicle. The following is a -ransaction schematic to illustrate the flow of capital at 
closing. 



EFP is an indirect subsidiary of Enron. Enron contributed S125 million in cash to EFP in exchange for 
100% of EFP's common equity (the "Common Units”). On November 28, 2000, EFP issued S500 million of 
Preferred Units to Zephyrus, representing a preferred interest in EFP. Zephyrus purchased the Preferred 
Units with the proceeds from a 5481,725,000 Seruor Secured Terrn Loan Faciiity and 518,275,000 of equity. 
Zeph\Tus' sole purpose will be to manage and protect its preferred interest in EFP. It will not incur any 
additional debt or engage in any other business. Zephyrus' Limited Liability Company Agreement (the 
"LLC Agreement'') governs the acdvities of EFP and contains certain covenants which apply to EFP. 

EFP received 5625 miliion of cash representing the proceeds from both the Common Unit and Preferred 
Unit issues, EFP can invest the 5625 miliion "Core Permitted Assets" based on specific investment criteria 
detailed in the LLC Agreement. Included in the definition of Core Pennitted Assets will be senior 
secured notes issued by Sequoia Financial Assets, LLC (‘’Sequoia") (the "Sequoia .Notes") which are 
backed by and secured with: 
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(i) short term trade receivables (having a maturin' of ?0 days or less) generated in the niirmai l•our^c 
of business of Enron and certain of its subsidiaries, and 

(ii) short term notes (having a maturity of 30 days or less) issued by Er\ron or certain Eiaron 
subsidiaries. 

Sequoia is capitalized with a 550 million subordinated interest held by Enron, Any losses resulbng from 
defaulted receivables will be allocated first to Enron's subordinated interest. The subordmnted interest 
must be replerushed to S50 million on a monthly basis. Sequoia has not experienced a default in its IS 
months cf operation. Ultimately, it is anticipated that EFP will invest approximately 5315 million in 
Sequoia Notes, on a monthly basis. 

EFP's 5625 million in Core Permitted Assets provides a 1.25 tc 1.0 asset coverage to the Preferred L'liit.s. 
The Sales and Servicing .Agreement among Sequoia, Emon and certain Enron aifiiiates a.s Seller.s further 
provides that 80% of the receivables backing EFP's Sequoia .Notes have counterparties rated at least B8B- 
or Baa3 by S5cP and Moody's, respectively (to ensure at least a 1.0 to 1.0 coverage of S&P/Moody s 
investment grade receivables to the Preferred Units). There is a further requirement that no more than 
20To of the receivables pool be rated BBB- rating. 

EFP's business activity will be to manage and to protect its investment in Core Permitted Assets. The EFP 
board of directors will be responsible for the management and im^estment decisions of EFP. Zephyrus 
will have the right to elect, in an event of default, 2 of the 3 directors to the board. 

On an ongoing basis, EFP will receive cash flows generated by Core Permitted Assets in the form of 
interest. EFP make quarterly disTibutlons on the Preferred Units, ("Preferred Distributions"), 
intended to service Zephvrus' interest, dividends, taxes and expenses. Cash accumulating at EFP in 
excess of the Preferred Distribution will be reinvested 'in'Core Permitted Assets. 

Sequoia is an SPV established to purchase third party accounts receivables primarily from Emon North 
America {"EN'A"), a 100315 owned subsidiary of Enron as well as commercial paper issued by Enrcn. 
Sequoia Notes are included in the definition of Core Permitted Assets. Sequoia b.as been in operation for 18 
months and has sold Sequoia Notes to Cherokee Finance V.O.F., ("Cherokee”). EFP and Cherokee will 
share pari passu (but pro-rata for their respective Core Permitted Asset Coverage Ratio) the entire pool of 
Sequoia’s investment grade receivables. Enron's S50 nuUion Class A Interest in Sequoia (which covers 
monthly defaults) will also be shared pari passu (but pro-rata for their respective Core Permitted Asset 
Coverage Ratio). 

Mechanically, the receivables are transferred to Sequoia at a disco'unt. Enron will continue to handle 
billing, credit policy, collection, cash management, tracking and reporting. Each month the portfolio turns 
over and the proceeds payable wiii be re-advanced under the Sequoia Notes, assuming compliance with 
the applicable purchase conditions. It is estimated that substanti^y all losses, if any, at Sequoia due to 
uncollectabiiity of accounts would be absorbed by Enron through its subordinated Class A Interest in 
Sequoia. 

To qualify as Core Permitted Assets, the Sequoia .Notes must be backed by investment grade accounts 
receivables (rated BBB- or better) or Enron comxrerdal paper rated A2/P2 or better. EN.A generates a core 
group of receivables based on contracts hr the supply of electricity or natural gas to certain standing 
customers. In accordance with industry standards, these contracts and accounts are billed on a monthly 
cycle. Payments of receivables must be due within 30 days. 

Some of the key protections for the senior note holders in Sequoia are as follows: 

1. Credit quality, liquidity and other eligibility requirements of the Sequoia portfoUo, 

2. EFP will have a perfected securitv interest in receivables owned by Sequoia. 
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3. in addition to the Sequoia Notes. Sequoia is capitalized '•'■‘ith a 550 truliion subordtnat«.\1 interest 
held bv Enron. Any losses resulting trom defaulted receivables Kill be allocated nrst to Enronh 
subordinated interest. The subordinated interest must be replenished on a monthly basts Further, 
Ertron's monthly Class A Interest contribution must equal the greater of ti) S?0 nailiiun t)r uii d.h'f 
of the aggregate face amount of the Monthly Notes.' 

4. If credit losses at Sequoia were to exceed Enron's Class .4, subordinated interest, to the extent such 
losses Impacted the asset coverage ratios, it \vcuJd result in a default at EFP under its LLC 
Agreement and Cherokee under its General Partnership Agreemcnl. 

5. No consent to the addition of any "Seller" under the Sequoia Scales and Servicing .Aj^ecment unless 
adequate documents are delivered. 

6. In the event of an Enron bankruptcy, the worst case scenario is EFP becomes a senior lender to 
Enron, with such loans being secured to the extent of receivables owing by third party obligors. 
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Enron, headquartered in Houston, Texas, is one of the largest sellers of natural gas and elootmity m 
deregulated and privatized markets on three continents with approximately Son. 5 billion in assets. >U\IS 
bOiion in revenues, and funds fiou- from operations of S4-S billion (excluding non-recurnng itemsi for the 
vear ended Drcember 31, 2000. Currently, Enron's equity market capitalization is approximately 3-15.^^ 
billion and its senior unsecured debt is rated BBB^/Baal by Standard i Poor's and .Moody's, respectively. 
Ertron provides products and services related to natural gas, electricity and conmaunications to ^^■holesalc 
and retail customers. Enron's operations are conducted through its subsidiaries and afriliates. orgaiuzec as 
follows: 



NaIumI Gi* Marksttnsand ExD»M!on Vehick Efteq^y OufcsourcinR B*ndwidth Risk 

Transportiijon a/id Delivery of , Ene.rgV ' for New Commodity to Commerti*! and Manasement 

Electric Distribution Product Worldwide Market Perretntion Industrial Customers and Broadband 

Delivery Services 


Furthermore, Enron is the largest provider of energ\- risk management services in the world and owns the 
largest natural gas pipeline system in the U.5. Enron is also constructing a 10,000 mile nationwide fiber- 
optic telecommunications network- Enron is frequently characterized as the agent of change in the rapidly 
deregulating and privatizing energy markets and has been named the ".Most Innovative Company in the 
World" for four consecutive years by Fortime. Ervron currently ranks among the Fortune 100 companies 
with annual revenues of over S30 bUIion. Importantly, Enron has made investments of over S7 billion in 
each of the last two years in a variety of energy-related busines^s and currently owns merchant 
irtvestments of over SI 0 billion. 
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List of Appendices 

Zephyrus Investments, LLG Infcrmarion Memorandum 1 

Zephyrus Investments, LLC Presentadon 2 

Press Release 3 

Enron Annual Report - 2000 4 

Available Upon Request 
Zephyrus LLC Agreement 

Amended and RestatedSale and Senicing, Agreement 

Sequoia Financial Assets, LLC Note Purchase Agreement 

Zephyrus Investments, LLC Security Agreement 

Enron Finance Partners, LLC Limited Liability Company Agreement 

Enron Finance Partners, LLC Indemnification Agreement 

Funding Agreement 
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FOR INTERNAL USE ONLY 


Commitment Committee In formation 


Company: 

(Include code-name, if any) 
Issue: 

Currency; 

Amount: 

Esqpected Ratings: 

Form of Commitment: 

Use of Proceeds: 


Zephyrus Investments, LLOEnron Corp. 

$481,725 MM Senior Secured Term Loan Facility 
(5-year faciiity) 

U.S. dollars 
$40 MM commitment 
Unrated (Enron: BBB+/Baal) 
single draw down at closing 

Allows Enron to raise up to SSOO million of "nanority interest** equlQ: 
and protides an efficient ~ 




Proposed DMCC Date: 

M Printing Date: 




Deai Team: 

Capital Markets: 

Group Head Approval: 
Research Analyst 


March 29, 2001 
N/A 


Schuyler TiliK^ {713/759-25301, Rob Furst (214/849-53501, Bowea-j 
Diehi (214^9-53601, Travis Aiznayctf (214/849-53701, Stephanie ~ 
Schulz 014/849-5330) 

Adam Kulick (212/449-37151. Chris Stout (212/449-09821, ADen 
Custard ai2/44942401, Michael Senit (212/449-82361. Jack 
ScOQZO 

Rick Gordon (713/759-25101 
Leo Kdser (212/449-78031 




ML - Role: 

' ML Economics: 
Other Lenders: 


Lender 
40 bps 

THE CHASE MANHATTAN BANK 
(administrative agent) 

BANK OF AMERICA (documentation agent) 
BNP PARIBAS (syndication agent) 
FLEETBOSTON FINANCIAL (senior 
management agent) 

Sumitomo 

Royal Bank of Scotland 
First Umon National Bank 
Sanwa 

Industrial Bank of Japan 
WestLB 

cmc 
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$50 MM/50 bps 
$35 MM/35 bps 
$20 MNiaO bps 


^ran Corp. founded Enron Finance Fanners. LLC to senV 

OS a finnneing vdide for Enron and hs affiliates. As part of the 
formation of EFP. Enron raised SSOO naHioo of new finandns 
tim»ughfl»KUe of Preferred Units by EFP. Zephynis Int'esiinenis. 
LLC purchased die Preferred Gass C Units for a cash price equal to 
$500 million. Zephynis funded its purchase of the Preferred Units on 
November 28. 20)0 with tiie proceeds from a $18275.000 equity 
issuance and a five-yoir, $481,725,000 Semor Secured Term Loan 
Faciliw. 


•'ENE" 

- $59.6 Market Value 

- $59.40 Current Price 

- $90.7S/$51.51 52 week High/Low 


(DoUan in millions) 

As of Deceniier 31. 1999 
Enron Corp. 

Senior debentures (6.75% to 825% due X)5*>'12'): 5318 
Notes payable 

7.00% exehaneeabis notes due 2012: 5239 
6.45% to 9.88% due ’01 -*28: 54209 
Floadsg rate notes due *99 - '04: $329 
Northern Natural Gas Conqiaiv 

Notes payable (6.75% - 8.00% due *05 - '1 1): $500 
Transwestem Hpeline Con^ai^ 

Notes payable (7 J5% - 920% due ’00 - ’04): $142 
Portland Geoe:^ 

First Mortgage Bends (6.47% ~ 9.46% doe '99 - *23): $398 
PoBudon Control Bonds (various rates due '10 -33): $200 
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Memorandum 

To: A.-.cy FasW-*^ 

Merrill Lynch 

Subject: Sjdliing Qucsiiocs oo LJ>vi2 

Wc would like to have a coaversatioo with Jeff about LTNIZ. Our questions are as follovvs: 

1. Have you cocsidcrcd Cne amouhl of time Andy and his team will devote rp LJM2?- 

2. We aic targeting a fund size of S200NtM. If we should raise SSCONfNf, are you still 
comfortable wich the amount of time Andy and his team wiU devote to LJNt2? 

3. Air you cofTv/ortable with the internal mechanics cut in place to resolve ibc conflict of 
interest issue? Have these intemaJ policies been revii-*-rd with ictemaJ icd c.Ttemal counsel 
and the Board? 



rrom: Schuyler Tilney. Robe- Ftirsc 
Dale: October ?. !?9® 


p<»rmfliiBnt Subcommittee on Investigations 

EXHIBIT #246 
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Interoriice 

Memorandum 

To; LR.! Do: Oili;::cc Sl= 


Ffor:: Rocer; ?u.*Si 



Merrill Lynch 


At: EBK DaJUs 

Oai.-: October i:. \^^9. 


On October 1 1. 1999. Schuyler Ttincy ir.a Rcbcn Furil speiewith isfT Sbiiiaf. Prastdrat iSii COO. of H-vrn 
Con>. ’*c Asked Jcif the queShOns liiiai or. the r.e.T«} daisd iOrj/"?? attached, it 'i-ai icpxznl Ctit IcfT 5V.hn| bsi 
jpent a fTsat deal of ticne v.ith LJM2 cnar^rs. Jeff is fuUy suppcrj«s of punuins ciffsrcr;; methods of for 

Eriron Corp. Jeff is com/onablc '*^ih tbs cocnict cf interest rifuc for the fcl!o'«tng rea.>c.-u. 

I Ajtdy has noconcol of asse: sals decision. 

2. Rick Causey. EVP sr4 Chtef Accouncr.f Ofneer, *til rcvicjr ill ccr.s 2 cccr.s. 

3. Audit Comcainee of the Beard ’*-tU rceeive LThC fi.iinejal statcfnsr.Ls, 

Jeff icesssd how important transparency a.-.d disclosure he .to the success of '.his armseroent 

c. Schuyler Tilflsy 
Brad Bysure 
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Dolan, Gary {OGC) 


From: 

Sent: 

To: 

Cc: 

SuIsjecU 


Sullivan, David (IBK-NY) 

Tliursday, NovsmberOt, 2G01 11;25AM 
Dolan, Gary (OGC) 

Sullivan. Ben (IBK) 

um 



UM2SrATUS.xIs 


asofS/3D/01 

The total capttel committed was about S39^ million 

The total capital called is: $243,333,445 

S51 1 committed to investments/$452 million invested 

17 investments liquidated for a total proceeds of S394 million 

S66.6 million of partners capital is currently drawn 




Permanent Subcommittee on Investieations 

EXHIBIT #248 
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- 'PiR'iV ATi''iR FEACSjESK^ ?,lSMOiiAMO*Ji^ 


-Lp/I2:Go-Im^3ii.iEMr^ L.R 


MsnaK iLpsdk & Co. 


Permanent Subcommittee on Investigations 
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PRIVATE placement MEMORAKDUM 


CONFIDENILAL 


IJM CO-INVESTMENT. L.P. 

$ 200 , 000,000 

Limited Partnership Interests 

Hus Private Placement Memorandum ("Memoraiidmn") is being fnmisbed to prospective investors 
on a conSdeotial basis in order that such prospecflye Investors may consider an investment in limited 
partner interests (the “Interests") in LJM2 Co-Investment, LP., a Delaware limitec partnership 
("LJM2”ortfae“Partnsi3hip"), and may not be used for any other purpose. Each potential investor, 
by accepting delivery of this Memorandtan, agrees not to make a photocopy or ofeei-copy or to 
divulge the contents hereof to any other person other than .aiegai,. business, investment, or tax 
advisor in connection with obtaining the advice of such person with respect to this offering. 

The Intet^s are being offered in a private placement to a limited number of accredited iivesfots and ■ 
will not be registered under the Seonlties Act of 1933, as amended (th'e “Secnuties Act"), or any ‘ 
state securities laws. Accordingly, unless adisposittonis exemptfrom the regstntion requirements 
of such laws, the InlerBSts must be held tmtil the Partnership is lijoidatei In addifion, the 
. transferability of the Interests wiB' lie restricted by the Amended and Restated Limited PaitnaShip 
Agreement of the Partnership (the “Partnership Agreement"),- ■ _ ■ 

This Memorandum is intended to present among otherthiiigs, a general outline of the objectives and 
-stiuctBre of the Paitneiship. The Paitnersiup Agreement -whicii specifies the rigis and ofaligatioiis ■ 
ofthepartneis.shouldbereview'edthorougilybyeachprospectiveinvestor. The summary of certain 
provisibiss of the Partnership Agreement contained herein is necessarily incomplete and is ijualified 
by reference to suchPartneisliip Agreement Copies of the Partaership Agreement and other relevant 
' material will be made available.to praspecSye investors upon request 

In making an investment decision, investors must reiy on fiteir own examination of the Partnership 
and the terms of the offering, inclnding the merits and risks involved. Each prospective investor 
or its representative may request copies of such documents, ask questions, and obtain additional 
infoiaation reasonably necessary to verify the accuracy rf the irifonnation ‘contained in this 
Memorandum. Except as provided herein no person has been anthorized in cosnection with fliis 
offering to give any inforioaticin or to make any representations other than as contained in this 
Mesnorandmm. ’ . ■ 

The Interests have not been approved or disapproved by the Secorilies and Exchange Conunission 
(“SEC ”) or any state securities commisdon, and neither the SEC nor any state secnrities commission 
has passed upon the accuracy or adequacy of this Memorandum. Any represenation to the contrary, 
is a criminal offense. 
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Investmeat in the Interests described herein will involve significant risb. including those described 
in the' section titled "Risk Factors ' below. Investors should have the Enandai ability and willingness 
to accept the risks and lack of liquidity which are chmcteiistic of the investment described herein. 

Prospective investors are not to construe the contents of this Memotandim as legal, invesdnent. 
business, ortax advice. Each investor should consultits own counsel, accountant and other advisors 
as to !e^ investment business, tax, and related aspects of a purchase of the Interests ofiered 
hereby. The Partnership is hot making any representations to any offeree or purchaser of the 
Interests regarding the legality of an investment therein by sneh offeree or purchaser under 
appropriate l^al investment or siinilar laws. ' 

The Partnership reserves the right to withdraw this offering of the Interests at any time and the 
Paitneship and LJM2 Capital Partners, liC, aDekware limited liabffily company that is the general 
-partner of the Fartneiship (the "General Partner”), reserve the.right .to reject any commitment to 
suhsoibe for the Interests in whole or in part and to allot to ariy prospective investor less than the 
full amount of the Interests SBught by sneh investor; The'Geaeral Partner and certain related persons 
may acquire for their own account a portion of the hiterests; 

This Memorandum does not constitute an’offer to sell, or a solicitatiaa of an offer to buy, any 
Inteests In any Jurisdiction where, or to or &om any person to or farm whom, such offer or 
solicitation is ankwfiil or hot authorized. ■ 

None of Enron Corp., an Oregdn corpotattoa (“Enron"), and its subsidiaries has issued, or 
guarariteedar^pdyments with respect to, the Interests, andnoue of Enron and its subsidiaries is 
responsible for the financial or other petfonnance of the Partnership. . 

nns Memorandum includes or incorporates by reference forward-looking statements within the 
meaning of Section ZTA of die Secniittes Act and SecHon 21E of the Securifies Exchange Act oi 
1934, as amended. AH statements other than statements of historical facts included in this 
Memorandum, indudlig, without limitatio n, statements regarding the Partheisfaip 's future flnandh 
position, business strategy, and plans and objectives, induding die ability of the Partnership tc 
participate in investment opportunities generated by Enron anditssidiadiaries, are fcsward-lookini 
statements, haportanl &aots that could cause actual results to differ materially from thosi 
anticipated by the Paitnetffnp include dre wiHiirgness of Enron to panrit the Pattoership U 
participate la investment opportunities generated Enron and its subridiarles, the success -of th' 
PartoHship in identl^lng other invesdnent opportarrities, the ability of tire Partnership to parddpat 
in such lavestmerrts on terms acceptable to the Partneiship,' and the actual petfonnance of th 
irtvestmsns in wirici she PattnCTship participate. Aldrou^ the Paitnaship believes its expectaion 
are reasonable, it can^ve no assurance that its investment objectives will be achieved. 

No person has been aulhorized.to give aiq'mfonnation orto make anyrepresentatronconcennagdr 
Partne rehip or the offer of the InterKts other than tite rnfonrsmiQS coisarned in this Meinotandurr 
and. if ^en or made, such iafonnation or representatioir must not be relied upon as having bee 
authorized by the Partnership, the General Partner, or Menill Lynch & Co. The rnfoimatic 
contaiired in this Memorandum has been compiled as of October 13, 1999 (except as otherwc 
stated bermn). Certain information presented herein about Enron has been compiled from public 
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available sources. Eriron has not prepared this Memoraatimn and Enroa has not approved or 
endorsed the contents of this Memoranduia’ Neither the delivery of this Memorandum at any time, 
nor any sale hereunder, shall under any droimstances create an implication that the infonnation 
contained herein is correct as of any thne subsequent to such date, and none of the Partnership, the 
General Partner, and Merrill Lynch & Co. undertaJces, an obligation to update or revise the 
infonnatioa contained in this Meinoiar.duin, whether as a result of newMormation, futurB events 
or otherwise. The information is from sources believed to be reliable, but none of the Partnership, 
Merrill Lynch & Co., and any other person has independently verified the infonnation contain^ 
herein. 

Merrill Lynch,- Pierce, Jenner & Stnlth Incorporated has been engaged as placement agent in 
connection with the formation of the Partnership and may use its affiliates to assist in its placing 
activities. Reference in this Memorandum to “Merrill Lynch Sc Co." shall be deemed to' include 
Merrill Lynch, Pierce, Fenner & Smith Incorporated and, where thecontext so ppr5rits,.its affiliates 
that assist in its placing activities- 
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1. EXECUTIVE SUMMARY 


Introdactioii 

UM2 Co-Isvestment, L-P., a Delaware limited partnersMp {'LJM2” or the "Partnership"), is being 
organized by Andrew S. Fastow, Executive Vice President and Chief Financial Officer of Enron 
Corp., an Oregon corporation (“Enron"), to make privately negotiated equity and equity-related 
investments in energy- and communications-reiated businesses and assets. The Partnership expects 
that Enron will be the Partnership's ptimaiy source of investment opportanities and that the 
Partnership will (i) co-invest with Enron or its subsidiaries in new investments in, or acquisitions 
of, businesses and assets, and (U) make investments in, or acquire an investment interest from Enron 
or its subsidiaries rdating to, existing assets or businesses owned by Enron or ite subsidiaries. It is 
expected that in cormection with the foregoing investments, Enron retain a significant economic 
or operating interest in the businesses or assets in which the Partnership invests. The Paitaership may 
also firom time to time make investments in businesses or assets where Enron has no InvolvennenL 
This is the second snch fond formed by Mr. Fastow targeted at investii^ primarily in companies 
owned or controlled by Enron. The Partnership’s objective is to generate an annualized internal rate 
of return (“lER") in excess of 30% to investors in die'Paitnetship after payment of all Partnership 
fees and expenses and payment of the carried interest to the General Partner. 

Enron, headquartered in Houston, Texas, is one of the largest setters, of natural gas and elecfridlly 
in deregulated and privatiaed markets on three continents. Additionally, Enron is the largestprovider 
of energy risk management services in the world and owns the largest natural gas pipeline system 
in the U.S. Enron is also constmctjng a 10,000 mile nationwide fiber-optic telecommunications 
netwoik. Enmn is frequently characterized as the agent of change in the rapidly deregulating and 
privatizing energy markets and has been named the "Most Innovative Company in the World" for 
four consecutive years by Fortme. Enron currently ranks among the Fortune 100 companies with 
annual revenues of over S30 billion. Importantly, Enron has made investments of over S7 billion 
in each of the last two years in a variety of energy-related businesses and currently owns merchant 
investments of overSlO billion. See- “Overviewof Enron." UaderMr.Fastow's management the 
Partnership eiqiects to have the opportuniDr to co-invest with Enron in masy of Enron's new 
investmenr activities and the opportunity to acquire existing Enron assets on a hi^y seJective basis. 
This access to deal flow should provide the Partnetship with unusually attractive investment 
opportunities.. ■ 

The target size of the Partnetship is $200 million; The General Partner reserves the ri^ to accept 
additional commitments in excess of $200 million. The Partnership is expected to generate 
significant co-investnient opporftinities for investors in the Partnership because the Partnership wil 
be limited to mvesting no more than 10% of its committed capital in any one company, and the 
General Partner expects many of the opportunities the Partnership pursues to require capital in excess 
of the amount the Partnership is able to provide under this diveisiflcafion limitation.. Co-investment 
amounts will not be subject to a carried interest ■ 


The General Partner of the Partnership will be IJM2 Capital Partners, LLC, a Delaware limited 
liability company (the 'General Partner’), an enti^ owned and controlied by one or more of the 
Principals (as defined below) . The Partnership will be managed one day-to-day basis by a team of 
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three investment professionals who aE currently iave senior level finance posifions with Enro. 
Andrew S. Fastow, Michael J.- Kopper, and Ben Glisan, Jr. (collectively, the "Principals"). Tl 
PrindpaJs will continae their current responsibilities with Enron while managing the day-to-d; 
operations of the Paittership. See - "Risk Factors - Dependence on Key Persoimel’ and “Conflic 
of Interest - Dual Role of Ptiacipals." 

iavestment Opportunity 

The Piindpals believe that LJM2 provides inv^ors with an imnsually attractive investme, 
opportunity for the following reasons: 

Access fo SigaiSantFroprietaiyDeelFIow. Enronhas extensive deal originatioii capabili 
that is derived from approxhuately 2,000 fully dedicated Eiuon-employed origination ai 
monitoring professionals located around the world. The deal flow emanating from fh 
ori^nation infrastructure has resulted in Enron making over $7 biBian of energy-relati 
investments- in, rack of the- last two years and holding merchant investments of ov 
$10 billioiL -As a result of Enron's ia-house deal sourcmg capability as well as' its leadii 
market position in most businesses in winch it operates, Enron frequently has access 
investment opportunities that are uotavailable to other investors. The Partnership expec 
to benefitfromhaving the opportunity to Invest inEnron-generated investment opportuniU 
that would noi.be avaliable otherwise to outside investors. 

Emvn 's Investment Record. Ruron’s record as a successful investor is reflected in retur 
it has generated for its shareholders as measured by the appredallon in its common stoc 
which, from January 1, 1990, through -September 30, 1-999, has increased 64199 (pti- 
increase plus assumed re-investment of dividends) , as compared to returns of 363% for ti 
S&PS00andl41%fortheSSJ Eneigylndexforlhesameperioii Furthermore, Enron h 
successfully managed two institiitioiially fimded.priyate equity partnerships. Joint Enerj 
..Developmentinvestments Limited Partnership (“JEDII’J and Joint Energy Developme 
iivestments E Limited Parmership fJEDIIT) , which have generated (or are estimated 
generate, as the case may be) an after payment of fees and expenses of the partneish 

and payment of a carried interest, if any, to the partnerships' general partners (each, a "N 
ISR") of 23% and 194%, respectively, compa^ to tegeted lEEs for the partnerships ( 
invffited capital before fees, expenses, and carried interest (a “Gross IRR'O of 15% and 201 
respectively. The General Partner believes that a significant porflon of this super! 
performance can be attributed to the quality of investment opportunities sonreed by Enrc 
&e- “Summary of Investment EjqpaleEce.' 

- Enron 's Capabilities to Analyze and Stmetare Investments and Operate Assets. Over t 
years, Enron has developed a rigorous process of investment analysis, winch empin 
approximately 130 professionals in varying disdpiines sacii as engineering, research, crec 
tax, legal, accounting, insurance, and risk analysis. As LJM2 expects that it primarily w 
be investingmassets in winch Enronhas an interest, itsho-oidbenefitfromEnron's expert 
in all areas rela ting to the investment in and rrsanagement of energy and cammrmicatio 
assets, mcluding the physical and finandal risk managemen t of energy assets and ertensi 
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operating capabilities in all aspects of the energy indnstiy and certain aspects of the 
communications industry. 

The Abili^ to Evaluate Investments with Full Knowledge of the Assets. Due to their active 
iavolvement in. the investment activities of Enron, the Principals wiU be in an advantageous 
positton to analyze potential investments for LJM2. The Principals, as senior financial 
officers of Enron, will ^icaily be femiliar vrith the investment opportunities LJM2 
considers. The Principals believe that their access to Enron's mformatioii pertaining to 
potential investments will contribute to superior retains. 

Speed and Knowledge Advantage ofUMK. LJM2 will be positioned to capitalize on Enron's 
need.to rapidly access outside capital due to the Principals' familiarity with Enron's assets 
and their understanding of Enron’s objectives, which should facilitate LJM2’s abiliiy to 
quickly execute transacdons. This ability to act quickly is invaluable to Enron and should 
enhance the flow of opportunities for LJte. 

Investment and Financial Expertise of Principals. The Principals are a group of highly 
• talented financial professioi^ with extensive experience originadng and stnicturing 
complex transachons. This experience has given the Principals the ability , to create 
innovative financial structures around investments, .which should enhance retums to 
investors in 1JM2. The Principals have been involved in managing JEDI I and JEDI IL 

The Principals • 

The day-to-day activities of the Paitnership will be managed by Messrs. Fastow, Kopper, and GBsan. 
Each of the Piindpals has spent a 'stgniEcant portion of Ms professional caxee in energy and 
communications investing, shuctmed finance, and risk management (indmfing substantial 
involvement in the organizatian, operation, and investment management of each of JEDI I and 
Jiroi IQ, and, as a team, the Principals possess specific experfise necessary to maxiinize the 
Paimershlp’s perfonnance. 

Andrew S. Fastow, Executive Vice Presidenfand Chief Financial Officer of Enron, has been the 
Chief Financial Officer of Enron since 1997; prior to that he was a Managing Director and principal- 
financial officer for Enron Capital & "Trade Resources Cdrp. {“ECT'J, Enron’s principal merchant 
andinvestmgsuhsidiaiy. In thra capacities, he has beeninvolvedin stmcturingandmanagingmany 
of Enron’s investments. Mr. Fastow has been with Enron for nine years. Michael J. Kopper, 
Managii^ Director in Enron's Global Eqirily Markets Grotqi, is responsible for Enron’s Global 
Equity and Structured Finance businesses. He has been with Enron for five years, Ben Glisan, Jr.. , 
Vice President in Enron’s Global Eqmty Markets Group, is primarily responsibie for Enron’s 
stractnred finance acfivity. Mr. Glisan has been with Enron for three years. Sommaiyhiographies 
of file Prindpais are induded elsewhere in this Memorandum. Fee - "Management of the 
Partnership - Biographies of 4e Pimdpals." 

’The Principals will remain employees of Enron and will devote such of their business time and 
attention as fliey deem reasonably necessary to manage the affairs of the PartnersMp. subject to theii 
obEgaHon to devote 'thdr bosinss fime and attention primarily to the discharge of their 
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responsibilities as senior fmandal officers of Enrort The Partnership should also benefit indirectiy 
from time spent by the Principals iii evaluating and structuring investments for Enron, as many of 
these investments may become candidates for investment by the Partnership. 
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n. INVESTMENT STRATEGY 


Investment Strategy 

LJM2 believes that it will be uniquely posidoned to capitalize on Enron's need far outside capital 
due to the Principals' femiliaiity with ^on's assets and their understanding of Erron's objectives 
and 1 lJM2's ability to quickly execute transactions. This ability to act quickly is valuable to Eiunn 
and should result in a steady flow of opportunities for the Partnership to make investments at 
attractive prices. -In order to fully capitalize on its advantages, LJM2 will seek to implement the 
following investment strategy: 

' Invest with Enron. LJM2 expects that Enron will be lJM2's primary source of investment 
opportunities and that LJM2 will (i) co-invest with Enron or its subsidiaries in new 
investments in, or acquisitions of, businesses and assets, and (ii) make investments in, or 
acquire an investment interest finm Enron or its subsidiaries relating to, existing assets or 
businesses owned by Enron or its subsidiaries. LJM2 may, however, make investments in 
businesses or assets where Enron has no involvement. 

Invest In Assets end Businesses Where the Seller Re tains an Ongoing Econonuc Interest 
LJM2 will typically require that the seller (expected to be Enron in most cases) retain a 
significant ongoing economic or operating interest in the assets. By requiring Enron to retain 

a significant economic or operating interest in its deals. EJM2 should ensure that it will have 

access to the signiBcant resources of Enron in order to manage assets on an ongoing basis. 

■ Capitalize on Financial Expertise. ' Once a target investment has been identified, the 
Principals will seek to enhance the lisk/retum proffle of snch investment throngh the use of 
innovative transaction structures and will implement rigorous risk management techniques 
in order to seek to protect investments firom downside risk. 

. UM2 will typically seek to erdt transactions either by negotiating co-sale rights or by secmitizing 
and placing investments into the capital markets, IJM2 will typically have no hold restncrions and 
may also in^vidually re-market an investment to indnstcy and fin a nri al investors. 

Raricnale for Pum Ti Providing Investment Opportunities to LJM2 

Enron has been active in making investments over the past seven years. It is notable that, as of June 
30. 1999, Enron had S34 billion of assets on its balance sheet but was owner or manager of assets 
in excess of $51 billion (the difference between these mrmbers rqiresents the amount of assets 
financed off-balance sheet often throng co-investment partoerships orjoint ventures). TOenEnron 
acquires an investment it may decide to reduce its operating and fi nancial risk by selling a portion 
ofits investment to co-investors; in many cases, it se^ to maintain an active or controHing role in 
the underlying investment 

The pace of sales of investments by Enron to co-investors has increased recently for three 
First Enron's investment opportunities continue to accelerate. The ^obal energy markets iawmcli 
Enron is a leading participant exceed $1 trillion per year in revenues. The natural gas and electriaty 
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industries are among the most capital-intensive industries in the world. Enron, as one of (he leaders 
in these industries on three continents, must invest significant amounts of capital in order to retain 
and enhance its leadership position, Enron has also recently entered the communications business, 
which has significant investment opportunities as well 

Second, Enron’s growth capital is derived from the sale orpardaisale of investments. To capitalize 
on its unique growth (as evidenced by its more than $10 billion in merchant investments and its 
ability to invest $7 billion a year for the past two years), Enron must have significant capital 
resources. Althoi^h investments in the natural gas, electricity, and communicafiocs industries may 
have very attractive rates of return, such investments often do not generate cashflow or earnings in 
the first several yean. Lack of cash flow may restrict a company’s ability to finance the investment 
with debt, and lack of current sarmng s may'restrict a company’s ability to issue public equity. By 
bringing in co-investors or by disposing of portioiis of investments, Enron can finance subs^tidl 
growth and maWp investments while maintaining its investment grade credit rating, meeting current 
earnings expectations, and retaining desired financial and operating involvement in its investments. 

Thini, in addition to the equity return earned on its investments, a significant portion of Enron’s 
earnings is derived from fees garnet from the physical marketing of commodities, price risk 
management (related to .those commodities), and asset development and .management 
Notwithstanding that the initial investment is stfll generating significant returns, in order to invest 
' in new, additio^ f ee-g^erating assets, Enron may sell down investments. 

As a result of Eumn’s substantial investment opportunities and because of its need to optimize its 
finanHal flexibility, the Principals exp'ect that Ehron will continue to seek co-investors or to dispose 
of portions of investiiients. The Partnership’s strategy will be to capitalize on Enron’s needs by 
being a value-added investor for Enron throu^ die Partnership's ability to invest quickly and its 
abilitytostructuredealsthatmatchEujran’sobjectives- 

Profiles of Selected Example Investments 

Described below are three transactions diat Enron either has completed or is in the process of 
completing and that are representative of the types of investments.in which IJM2 might participate: 

CoastPowerLLC - Co-mvestmentwi&EBnm. In February 1999, jEDIH (whose partners are 
Enron,(or a subsidiary thereof and California Public Ernploj^ Retirement System (“CalPERS )) 
formed East Coast Power' LLC ("East Coast Power") in order to acquire assets from Cogen 
Technologies Group for a total of $1.5 billion. East Coast Powh indirectiy owns equity interests 
in three combined-^cle natural gas co-generation power plants iii New Jersey, Each plant sells 
electricity to investor-owned utilities in New York or New Jersey pursuant to long-term power 
purchase ^reements. The fedlities have a combined nam eplate capacity of 1,037 megawatts of 
electrical power production. By securitizing the power purchase agreements, Enron was able tc 
reduce the equity capital required to finance tiie acquisition from 30% to 9% of total capitalization 
This generated base case equity returns in e^mess of 20% compared to srmiiar projects that typical!; 
generate returns in the low teens. Injuly 1999, JEDIU sold approximately 50% of its owmershij 
interest in East Coast Power to a third party, generating a Gross IRR of 5048% for the portion of th? 
investment sold. Messrs. Fastow and Kopper were involved in the structuring of diis transaction 
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Project Margauz - Investment in Existing Enron Assets. Enron is currently woddng on Projea 
Margaux, a newstoiCxired finance transaction that monetizes the dividend streams of five European 
a 55 pfg developed or acquired by Enron over the past 1 0 years. In this transaction, Margaux Holdings, 
a newly formed entity, is expected to acquire indirect equity interests in the five European assets 
from EnroiL Project Margaux would be capitalized with approximately S525 million, of high yield 
debt or bank debt and approximately $50 million of equity. Repayments of the high yield issuance 
or bank facility and a return to the equity investors will come from the distributions made by the 
individual projects to their equity owners, 

Enron Energy Services - Investment in an Existing Enron Business. In 1997, Enron created a new 
business unit named Enron Energy Services (“EES"). Unlike Enron's existing businesses, ■'Rdrich 
were selling energy products and services at the wholesale level, EES was developing a business 
model to products “around" the utility and directly to various end-users. WMe this market had 
been open previously on a limited basis, new legislation at the state levels was pending that would 
open much of the $300 biUion market to competitibrL Mr. Fastow helped Enron obtain investments 
in by two pension funds totaling $165 million in exchange for 8.7% of the equity of EES. 
Based on these mvestaents, the implied market value of EES at the time of the investment was $1.9 
billion. Equity research analysts currently estimate the value of EES to be between $4 billion and 
$10 billion, which would generate an estimated Gross IRR of between 77% and 229% if the 
investors were to liquidate investment at year-^d 1999. 

Dual Role Advantages 

Mr. Fastow will continue to hold die titles andresponsibilities of Executive Vice President and Chief 
Financial Officer of Enron, and Messrs. Kopper and Glisan will continue to serve as senior financial 
officers of Enron, while acting as the owners and managers of the General Partner, As a result, 
investors in the Partnership should benefit fiom Nfr. Fastow’s and the other Prindpah’ dual roles 
which will facilitate the Partnership’s access to Enron deal flow. The Principals', dual roles in 
managing the Partnership while remaining employed as senior financial officers of Enron, however, 
raise certain conflicts of interest diat amid affect the Partnership. See — “Conflicts of hiterest. 
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m. IJVVESTMENT HIGHLIGHTS 

The Principals believe that the Partnership represents an attractive investment opportunity for the 
following reasons: 

Access to Significant Proprietary Deal Flow 

Enron has extensive deal origmatLon capability that is derived from approximately 2,000 fully 
dedicated Enron-employed origination and monitoring professionals located around the world. The 
deal flow emanating from this origination infrastnicture has resulted in Enron making oyer $7 billion 
of energy-related investments in each of the last two years and holding merchant investments of over 
$10 billion. 

Enron’sleadership position in themarkets in which it competes also creates proprietary investment 
opportunities for Enron. The ^obal energy markets in which Enron is a leading participant exceed 
$1 trillion per year in revenues. The forces of deregulation and privadzatiori are driv ing the 
restructuring of thm enormous industry. As gas and electricity markets have opened up in the U.S. 
and intemationally, Enron has consistently been or has become a market leader. Inmost deregulated 
markets in which it op^tes,. Enron sells moi^ gas and electricity than any of its -competitors, 
including the incumbent utilities. This market leader position has led to unique and proprietary 
investment.opportunities for Enron. Enroahas recenfiy entered the communications business, which 
has significant investment opportunities as well. 

As a result of Enron’s in-house deal sourcing capability as well as its leading mark^ position in most 
businesses in which it operates, Enron frequently has access to investment opportunities that are not 
available to other investors. The Partnership expects to benefitfrom having the opportunity to invest 
in Enron-generated investment opportunities that would not be available otiierwise to' outside 
investors. 

Enron’s Investment Record 

Enron’s record as a successfiil investor is reflected in returns it has generated for its shareholders a< 
measured by the appredatioain its common stock, which, from January 1. 1990, through Septembe: 
30, 1999, h^ increas^ 641% (price increase plus assumedre-investmerrtofdividends), as comparer 
to returns of 363% for the S&P 500 and 141% for the S&P. Energy Index for the same period 
Furthermore, Enron has successfully managed two institutionally fimded private equity partnerships 
JERI I and JEDI i which have generated (or are estimated to generate, as the case may be) N et IRR 
to outside investors of 23% and 194%, respectively, compared to targeted Gross IR^ of 15% anc 
20%, respectively. See -“Summary of Investment Experience." 

Enron’s Capabilities to Analyze and Structure Investments and Operate Assets 

A key element of Eiuon’s ability to create value has been its ability to stnictire and implemer 
complex transactions. Over the years, Enron has developed a rigorous process of investmer 
analysis, which employs approximately 130 professionals in varying disciplines such as engineering 
research, credit, tax, leg^ accounting, insurance, and risk analysis. This creative approach t 
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stcucturing many of its investments has enabled Enron to mitigate downside risk, provide 
opportaniries for early return of capital, enhance its returns, and provide addiaonal upside 
opportimity. The Principals have been the key architects of many of these innovafive structures and 
will employ such stractnres, where appropriate, for the benefit of investments made by IJM2. Since 
LJM2 expects Uiat it primarily will be investing in assets in which Enron has an interest, it should ■ 
beiefit fiom Enron's expertise in all areas relating to the investment in and management of energy 
and communications assets, including the physici md financial jdsk management of energy assets 
and extensive operating capabilities in all aspects of the energy mdustiy and certain aspects of the 
CDrnmunicalions indusCy. . 

The Ability to Evaluate Investments with Full Knowledge of the Assets 

Due to their active irivolvement in the investment activifies of Enron, the Principals will be in an 
advarrtageous position to analyze po teatiai investments for IJM2. ThePrindpals, as senior financial 
officers- of Emon, typically he familiar- with the investment opportunities the Partnership 
consideis. The Prindpals believe that their access'to Enron's information pertaimng to potentii 
investments will contri'oute to superior returns. 

Sp«d and Knowledge Advantage of IJM2 ' • ' ■ • 

IJM2 will be positianed to capitalize on Enron's need to rapidly access outside capital due to the" 
Principals' feioillarity -with Enron's assets and their understanding of Enron's objectives. The 
Principals' positions at Enron should enable them to recognize investment opportunities early, to 
make decisions guickly, and to stractuie investments to ineet LJM2's and Enron’s objectives. TMs 
ahflity to act quickly is invaluable to Enron and should enhance the flow of opportunities for the 
Partneiship. 

■ Investment and Fmancial Expertise of Principals 

The Principals are a group of highly talented finandal professionals with extensive experience in 
. Dii^natij^ and stmctoilng complex tansacfions. TMs experience has giveu the Principals the ability 
to create innovative finandal structures around investments, whiti should enhance returns to 
investors in UM2. The Principals have been involved in managing both JEDI I and JEDI IL 
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rV. SUMMARY OF I^^ra5TMH«: EXPERIENCE 

The PriadpaJs have extensive experience in originating, stmctemg, and execafeg complex 
transacfions, and eid has had extensive involveriieiit in the orgaatatioa, investment activity, aid 
operations of JEDIIand JEDIIL “ne Piindpals believe that liia peiformncs infonnafion regardtag 
JEDI I and JEDI II presented below will be osefiil to investors conddeiing an tavestment in IJM2 
becanse of the Priadpals ’ mvoivcmeat in JEDI I’s and JEDI E's investment activi^, and becanse 
tbe investments made by those partnerships are indicative of some of the types of investment 
oppotttinilies that will be available to UM2. Prospective investDrs should note that past 
petfotmance is not necessarily indicative of fitureTesiilts, and there can be no assurance that LJM2 
will achieve camparable resolts. Prospective Investors should also note that there arc materia] 
diSerences between IJM2 and each of JEDI I and JEDI H. indtrdisg overlapping but different 
^investment mandates (JEDI I and JEDI II target co-investment with Enron in new energy 
investments, but cannot purchase existing investments £om Enron) and digeicnt profit-sharing 
arrangements among the partners, wdiich should be considered when evalnating the investment 
performance in&nnation presented below. 

JEDI I was fomed in 1933 with SSOO miiliao of capital commitments. Enron and CalPEES each 
contributed S250 million, to JEDIL Emon Capital Management, LP.. an affiliate of Enron, is the 
' general partner of JEDII TheinvestmentgildellnesforJEDIIweietoacMevcaGrossIERaflS^S 
by investing in new investments (prhtiarily mtma! gas-related) made by Enron in the debt, equity- 
linked, and equity securities of energy companies located in the US. Using a combination of 
' contributed capital, debtfinandag, andrdnvestment of investment proceeds, JOTII invested $2.1 
biUion in 63 separate transactions. Upon a sale of its interest in JEDI I in 1997, CalPERS realized 
S3S3 million on its $250 million of contributed capital, generating a Net IHE to CalPEES of 23%. 

JEDI n was fonned in 1997 with $1 billion of capital cominitiiients. Enron and CalPERS each 
committed $500 million to JEDI H. Enron Capital Management II Limited partnership, an affiliate 
of Enron, is the general partner of JEDI IL The investment gniddlnes for JEDI E are to achieve a 
Gross IRE of 20% hyinvestingin new investments (energy-related) made by Enron in debt equity- 
linked, and equity securities of energy companies located in the U3. and internationally. Using a 
combination of contrihuted capital, debt financing, and reinvestment of investmejit proceeds, JEDi 
n has mvested $810 million in 31 separate transactians to date: As of June 30, 1999, the partner! 
of JEDI n had made capital contributtons to JEOIH of $237 J million. The Piiad|Bis estimate that 
if JEDI IT s unrealized tuvestmeaB had been liquidated for their then 6ir value and JEDI H had beer 
liquidated as of June 30, 1999, the unrealized value of CalPEES’ $118.8 million of conttibutet 
coital w:^d have been $214.7 million, generatii^ a NetIRE. to CalPERS of 194%. 

The estimated value of JEDI H’s invesmieats is determined in accordance with the fair valu 
aixouniing methodology. Gfflerally, an investment’s "fe value" is an estimate, based ana vaiiet 
of fectors, of the amount feat may be realized oarently upon an orderly dispositioa of sue 
tavestmentt under the fair yalne accoimtii^ methodology, fee carrying value of investments i 
periodically increased or deaeased to reflect changes in their fair value, even where no realizatio 
event has occurred. For puhBcly traded securities, fair value is based tqson quoted market prices; fi 
securities ttiat are not puhliciy traded, fair value is determined based on other relevant factor 
indudiiig dealer price quotations, price activity for comparable instruments, and valaatioa prici 
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models; “Fair value" is oniy an estimate of current value for an unrealized mvestment The actual 
realized return on all unrealized investments will depend on the value of the investments at the time 
of disposition, any related transaction costs, and the manner of disposition.’ Accordingly, the actual 
realized ^e^ams on all unrealized investments may dl5er materially for die values indicated herein. 


Suminaiy .of Investmeat Experienced^ 

($ in millions, as of June 30, 1999) 




Value 



Partnership 

Year 

Established 

Contributed 

Capital • Realized 

Estimated 

Unrealized**^ 

Total 

NetIRRW 

JEDII 

1993 

5250.0 $383.0 

so.o 

$383.0 

23% 

JEDI I 

1997 

118.8 0.0 

214.7 

214.7 

194% 


®This tahlfj presents ln ' > ^ <mwit p »rfnTTnaT) g» lnfoniatkRi for the outside investor in each of JEDI I aad JEDI EL 
The aTrniwN ^lowB i m d eT tile "CoattJboted C^sitaL* “Reali^i* *£sti aa ted Uareaiized, ^otai, and 

“Net IRR" represent die pedonnanc* investeeat for sa^ outside investtn. 

**Uiireal3zed values are account^ for under the fair value accounting methodology. Ceaeaally, an mvestment s 
“fair value’ is an «^Tnatf», based on a variety of factors, of the amount that may be realized emreatty iqjoii an 
oniKiy dispo^oa of sudi isvesSaent: under die far vah« accousting sodiocology, die carrying of 
investascats is p eriodi cally increased or deaeased to reSect changes is thdr fair value, even where, so realiadoa 
event has oengred. For publicly traded securities, fair value is based upon quoted market prices- For securities 
that are not publidy traded, frir value is determined based on other relevant factors, iaduding dealtf price 
quotations, price aeferity ftn instruineiats; and valuation pridi^ iDDdels. • 

fees, eepeases, and carried interests of JEDI I and J^l S are differait from the proposed terns of the 
Parlnerrii^. 
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V. MANAGEMENT OF THE PARTNERSHIP 

Overview 


The General Partner of the Partnership is LJM2 Capital Partners, LLC, a Delaware limited iiabilitv 
company owned by one or more of the Principals. The manager of the Partnership is LJM2 Capiti 
Management, I-P., a Delaware limited partneish^J (“Manager"} , and as snch will manage the day-to- 
day affairs of the Partnership. The Manager is owned, directly and indirectly, by the Principals. 
Each of tie Principals is and will remain an employee of Enron. Enron’s Office of the Chairman has 
waived certain pro visions of Enron’s employee code of conduct to permit the Principals to form' and 
operate the Partnership, and Enron's Board of Directors has ratified that waiver as it applies to Mr. 
Fasto w. The Principals will devote such of their business time and attention as they deem reasonably 
necessary to manage the afeirs of the Partnership, subject to their obligation to devote their business 
time and attention primarily to the discharge of their responsibilities as-senior financial officers of 
Enron. The Partner^p should also benefit indirectly finm time spent by the Principals in evaluating 
and structuring investments for Enron, as lazny of these investments may become candidates for 
investment by tiie Partneship. The Principals al^ have plans to hire additional personnel to provide 
support services to the Partnership. Furthennore, the Manager will enter into a support services 
agreement with Enron, pursuant to which the Manager .will receive and pay for certain support 
services from Enroa 5ee- “Risk Factors -Dependence on Key Personnel" 

Conflict of Interest 


One of the most rballongrrig due diligence issues for the Partnership is the potential for a conflict as 
axesult of the Principals’ dual positions as Enron employees and Principals of the Partnership. See 
- “Risk Factors - Dependence on Personner and “Conflicts of Interest - Dual Role of 
Piindpais," Several steps have been t^en to assure that the conflict-of-interest issue is fully vetted 
and appropriate procedures are put in place to allow for operation of the Partnership in situations 
where conflicts arise. The Partiienhip' will establish an Advisory Committee (as de^ed below) to 
provide for an independent review of decisions made by the General Partner in a situation where the 
Gdiei^ Partoer believes a conflict of interest exists. ^ addition, Richard Causey, Executive "Vice 
President and Chief Accounting Officer of Enron, will, in behalf of Enron, monitor '^d mediate 
conflict-of-interest issues between Enron and tiie Partnership. 

Biographies of the Principals 

The following are professional biographies of the Principals. Each of the Principals has spent a 
significant portion of his profession career in energy and communications investing, structured 
finance, and risk management, and, as a team, tiie Principals possess the specific expertise necessary 
to maximize the Partnership’s perfonnance. 


Andrew S. Fasiow 

Andrew S. (And^^ Fastow, 37, is Executive Vice President and Chief Financial Officer of Enron 
and, as such, is responsible for Enron’s finance and treasury activity. Previously, Mr. Fastow war 
a Managing Director with ECT. HejoinedECT in 1990 to develop the company’s fundii^ busines: 
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and to obtain and manage the debt and equity capital required for ECT's third-party finance business 
as well as for ECT’s physical and financial acquisitions and investments. During 1996, Mr. Fastow 
led the development of Enron's retail energy business. Mr. Fastow was named CFO of Enron in 
1997 and Executive Vice President of Enron in 1999. 

Mr. Fastow has been responsible forthe formation and operation of three private equity partnerships 
while at Enron. Currendy, Mr. Fastow owns the general partner of LJM Cayman, LT., a Cayman 
Islands excepted limited partnership (“LJMl”), an investment partnership with total capital 
co mmi tments of $16 million. LJMl was formed in 1999 with objectives that are substantially 
similar to those of LJM2. 

Prior to joining ECT, Mr. Fastow served as senior director in ContmentaJ Bank’s Asset 
Securitmtion Group in Chicago, vdiere he structured short- and medium-term asset backed 
seouities for commercial banks, leasing compames, and corporate clients. 

Mr. Fastow received a BA. in Economics and Chinese from Tufts University and an.MJB-A. in 
Finance from Kellogg Graduate School of Management at Northwestern University. 

Michael J.Kopper 

Michael J. Kopper, 64, is a Managing Director in Enron’s Global Equity Markets Group. He also 
manages the general partner of Chewco, an investment fund with approximately $400 million in 
capital commitments that was established in 1997 to purchase from Enron an interest in a defined 
pool of Enron assets. Prior to his current position Mr. Kopper was a Managing Director in Enron 
Capital Management (in its Structured Finance Group) arranging financing for electric power 
projects, oil and gas producers, other supply-side customers, and end-users such as local distribution 
compames ^d co-generation fadlities. 

Before joining Enron, Mr. Kopper vras employed by Toronto Dominion Bank from 1991 to 1994. 
There hespecializedinnegodating and structurii^ project financings, Hisclientfocus was primarily , 
non-regulated subsidiaries of electric utility con^anies, independent power producers, and natural 
gas pipeline companies. Mr. Kopper specialized in off-balance sheet project and structured 
financings relying on the inteirelalionship of cash flows as an economic basis for investment 'These 
investments indud«i natinal gas pipelines, natural gas. storage fidds, and electric cq-generatioa 
facilities. 

From 1988 to 1991; Mr. Kopper was at Chemical Bank where he assisted marketing officers and 
transaction officers in documenting and closing avariety of financings across a broad spectrum of 
clients. At Chemicai Bank, he focused on non-recours e facilities and proj ect finandi^ in the energy 
and utility sectors. 

Mr. Kopper received his BA. in economics froin Duke University and completed his graduate work 
in accounting and finance at the London School of Economics. 
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Ben GUszn, Jr' 

BeaGlisan, jr., 33, is a Vice Presidentin Enron's Global Equity Markets Group. Prior to his cuirent 
position, lv£r. Glisan woriced at Enron Capital Management in its Structured Finance Group. Mr. 
Glisan has worked at Enron, or an affiliate thereof, for the past three years. Mr. Glisan’s 
responsibilities include leading transaction teams that execute highly complex non-recouise or 
limited recourse joint venture and asset-based financings. 

Before joining Enron, Mr: Glisan worked at Coopers & Lybrand and Arthur Andersen. His 
responsibilities included providii^ accounting and finance services . principally to financial 
institutions as well as helping to develop financing fransaction structures. 

Mr. Glisan received his B3 A. and his M.BA. Sum the University of Texas at AustirL 
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VI. OVERVIEW OF ENRON 

Enron Is one of the world's leading interBatioiiai integrated natural gas and electricity compaaies. 
Enron' s activities are conducted through its suhsidiaries and afBliates, which are principally engaged 
in the tansportation of natural gas through pipelines to markets throughout thelJ.S.; the generation 
and transmission of electrid^ to markets in the northwestern U.S.; the marketing of natural gas, 
electricity and other commodities, and related risk management andfinance services worldwide; the 
development, constraction, and operation of power plants , pipelines, and other energy-related assets 
worldvrtde; and the detiveiy of high bandwidth coiiminnicatlon applications throughout the U.S. 
Enron has a proven track record of oeating value in markets that are deregulating and privatizing 
in N orth America, Europe, and other areas worldwide. 

Transportatjon and DistribntiQii 

Enron's transportation and distribution business is comprised of its North American interstate nahual 
.gas transportation systems and its electricity transmission and distribution operattom in Oregoa 

Intexstate Transmission of Natural Gas. Included in Enron’s domestic interstate natural gas pipeline 
operations are Northem Natural Gas Company (“Noithem*). Transwestem Pipeline Company 
.(“Transwestem'') , and Florida Gas Transmission Company (“Florida Gas") (indirectly 50% owned 
by Enron). Northern, Transwestem, and Florida Gas are interstate pipelines and are subject to the 
regulatory jurtsdictton of the -Federal Energy Regulatory Commission. Each pipeline serves 
■customers in a specific geographical area; Northern serves the upper Midwest, Transwestem serves 
principally the California market and pipeline intKcoanects on the east end of die Tianswestern 
system, and Florida Gas serves the State of Florida. In addition, Enron holds an interest in Northern 
Border Partners, IcP., vdiich owns a 70% interest in the Northern Border Pipeline system. One of 
Enron’s subsidiaries operates the Nottiiem Border Pipeline system, which transports gas from 
western Canada to delivery points in the midwestem United States, 

_ ETectriatyTransmssion and DistrUmSon Operations. Enron conducts its electric utili^ operations 
throu^ Its who^ Owned subsidiary, Portland General- Electric Company ("Portland GenKal") . 
Portland General is engaged in the generation, purchase, transmission, distribution, and sale of 
' electricity in the State of Oi^om Portland General also sells energy to wholesale customers , 
thron^out the western US. Portland General’s Oregon service area is approxiinately 3,170 square 
miles. At June 3Q, 1999, Porfland General served approximately 71 1,000 customers. 

"Wliolesale Energy Operafitms and Services 

Enron's wholesale energy operations and services businesses operate in North America, Europe, and. 
evolving energy markets in developing countries. These businesses provide integrated energy- 
related products and services to wholesale customers worldwide. Wholesale energy operations and 
services can be categorized into two business lines: (a) Commodity Sales and Services, and 0))- 
Energy Assets and Investments. 
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Commodity Sales and Serrices. Enron's cammodity sales and services operaSons include the 
p-urchasB, sale, marketing, and delivery of natural gas, electricity, liquids, and other coramodities: 
the restructuring of existing long-term contracts; and the raanagemeat of Enron’s conuaodity 
portfolios. 

in addition, Enron provides risk management products and services to energy customers that hedge 
movemeiits in price and location-based price differentials, Enron’s risk management products and 
services are designed to provide stability to oistomers in markets impacted by commodity price 
volatility. Also included in this business is (he managemeat of certain operating assets that directly 
relate to this business, including domestic intrastate pipeline and storage facilities. 

Energy Assets and Investments. In the energy assets and investments business, Enron manages and 
operates assets related to natural gas, eJactiidty, and communications and offets financing 
alternatives to customers. Activities indude developing, constructing, operating, and managing 
energy assets, inciuding power plants and natural gas pipelines.- Enron also provides capital to 
energy and corrmumication customers seekrog debt or equity financing. 

Retail Energy Services 

EES is a nationwide -provider of energy outsaurce products to U.S, business customers. These 
services indude sales of natural gas and dectridty and energy management services directly to 
commerdal and indnstiiai oistomars as weE as investments in rdated businesses.' EES provides 
end-users with a broad range of energy products and services at competifiye prices. These products 
and services indude energy tariff and information management, demand-side services, and financial 
services. 

Communications 

Enron is building a long-haul fiber-optic network on strategic routes throughout the UnSed States 
to create the nation's first Pure IPSM (Intemet Protocol) backbone known as the Enron mtelirgent 
Network (the ‘EIN"). 'The EIN, which is enabled with intelligent messaging software, enhances 
Enron’s existing national fiber-bptlc network to bring tomaiket a reliable, bandwidth-toa-demand 
platform for delivering data and appllmtions and streaming rich media to the dssioop. Enron’s 
strategy is based on a business model that offers immediate national reach while minimizing capital 
deployed throng strategic alliances ■with industry technology leaders whose presence, customer 
arresy, market share, and content enable Enron to eSdently enter tins new , emerging marketplace. 


Available Infonnation 


Enron is subject to the infoimational requirements of the Securities and Exchange Act of 1934, as 
amended,-and in accordance therewith ffles reports, proxy statements, and other information vrith 
the Secniities and Exdsnge Commission f SEC). Such reports, proxy statements, and 
information may be inspected and copied at the public reference fecfllties maintained by the SEC 
at 450 Fifth Street, NW. Room 1024, Washington, DC 20549, and at the following regional offices 
of the SEC; Midwest Regional Office, Citicorp Center, Suite 1400. 500 West Madison SireA 
Chicago, n, 60661-2511; and Northeast Regional Office, T World Trade Center, New Yo^ 

10048 Copies ofsadtroaterialsmayalsobeobtainedfromthePublicReferenceSectionoftheSEi,, 
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at 450 Fifth Street, NW. Room 1024, Washington, DC 20549, at prescribed rates or from the site 
maintained by the SEC os the World Wide Web at httB:llwwwsf.c. pov, Enron’s common stock is 
listed' on the New York, Chicago, and Pacific Stock Exchanges. Reports, proxy statements, and 
other information concendng Enron may be inspected and copied at the respective ofBces of these 
exchanges at 20 Broad Street, New York, NY 100Q5; 120 South LaSaDe Street, Chicago, IL 60603; 
and 301 Pina Street San Ftandsco, CA 94014. 

Certain of the information herein relatiiig to Enron has been taken from reports filed by Enron with 
the SEC. The information regarding Enron herein is qualified by the other information in such 
reports, including mformafion regarding forward-looking statements, 
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Vn. SUMMARY OF PRINCIPAL TEElMS 


TMs Sununaiy of Prindpai Terms is qualified by reference to the Partnership Agreement of the 
Partnership and the Subscription Agreement relating thereto (collectively, the “Agreements"). This 
Memorandum and forms of the .Agreements should be reviewed careMly. 


The Partnership: 


LJM2- Co-Investment, LP., a Delaware limited partnership 
(the “Partnership"). 


Investment Objective and 
Focus: 


The objective of the Partnership is to achieve significant 
long-term capital appredation throu^ privately negotiated 
equity and equity-related investments (“Investments") in 
companies principally engaged • in energy- or 
communications-related businesses. The Partnership 
expects thatEnronwillbe'the Partnership’s primary source 
of investment opportunities and that the Partnership will 
(i) co-invest with Enron or its subsidiaries in new 
investments in, or acqtiisitions of. businesses and assets, 
and (ii) make investments in, or acquire an investment 
&bm Enron oritssuhsidiaiiesrelatingto, existingassetsor 
businesses owned by Enron or its subsidiaries, k is 
expected that in connection with the foregoing 
Investments, Enron will retain a significant economic or 
operating interest in the business or assets in w;hich the 
Partnership invests. The Partnership may also from time to 
time make Investments in businesses or assets where 
Enron has no urralvemenL 


The General Partnen 


The Manager. 

The Principals: 

. Committed Capital: 


IJM2 Capital Partners, LLC, a Delaware limited liability 
company (the “General Partner") owned by one ormore of 
the Prindpals. 

LJM2 Capital Management I~Pm a Delaware limited 
partnership (the “Mailer") owned by the Principals. 

Andrew S. Fastow, Michael J. Kopper, Ben Glisan, jr. 

The Partnership is targeting an aggregate of $200 million 
in ■ capital commitaients from prospective investors 
("Limited. Partners"), althou^ &e General Partner 
reserves the right to accept capital commitments in an 
aggregate amount less than or greater than $200 million. 
The TninimTim capital commitment for a L im ited Partner in 
the Partnership will be $5 million; provided that .the 
General Partner reserves the right to reduce the minimum 
capital commitment for selected investors. 
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Sponsor Connnitinent: 


Management of the 
PartnersMp; 


Coramitiiieiit Period; 


Term: 


Initial and Subsequent 
Closings: 


The General Partner will coniniit to invest or cause the 
Manager or other affiliates to invest a TTiini-mnm of one 
percent (i%) of the Partnenhip’s aggregate capital 
commitments in or alongside the Paitaership (the 'Sponsor 
Coinndtment"). The Sponsor Commitment may be 
.increased (butnot decreased} by up to Si nullion annually. 

The General Partner will manage the Partnership and will 
have sole discreSonaiy authority with respect to 
Investments. The Manager will manage the day-to-day 
afeirs of the Partnership in behalf of the General Partner. 

All partneis of the Partneiship CPanneis") will be 
obligated to fund their capital commitments during the 
period (the 'Commitment Period’) coanneaciEg on the 
initial dosing date and ending on the third anniversaiy of 
the final dosing date, and thereafter, to the extent ' 
necessary, to: (i) cover expenses, liabilities, and 
obligations of the Partoership, induding Management 
Fees: (ii) coihplete Investments by the Paitaership in 
transactions which were ta process as of (or contemplated 
by the terms of securities' held by the Partnership prior to) 
the end of the Commitment Period: and (in) effect 
.additional Investments in companies in -which ..the 
Partneiship had an Investment as of the end of the 
CommitmentPeripd (man aggregate amonntnotto exceed 
10% of the Partnership's capital commitments). 

The PartnersMp -will have a tenn often years &om the date 
ofthe final dosing of the Partoership, butmaybe extended 
at the discretion of the General Partner for up to a 
maximum of two additioaal one-year periods' to fadBtate 
an orderly liquidation ofthe Fartneisltip's assets. 

An initial dosing of the Partnership will be held once the 
General Partner determines that a suffident m i nimum 
amomSt of capital commitmeats has been obtained. 

The (^eial Partner has the ligjit to accept additional 
capital commitments and to pemlt exisfis^ Limited 
Partneis to increase their capital commitments ' to the 
Partnership in subsequent dosings (‘Subsequent 
Closings'). Sudi newly admitted Limited Partners (or 
Limited Pattiieis mcreaslng their capital coumiitments to 
die Partnership) wiH make contributions to tire PartaeisMp 
such that each limited Partner (regardless of when such 
Limited Partner's capital commitment is made) will 
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participate pro rata in all Investments and expenses of the 
Partnership in the manner provided below. 

Subsequent Closings may occir up to 270 days after the 
initial dosing of the Partnership. In the event that Limited 
Partners fund any portion of their capital commitments to 
the Partnership prior to the expiration of such 270-day 
period, each Limited Partner that makes capital 
commitments on dosing dates subsequent to any such 
funding will pay (i) the amount of its capital commitment 
that would have been funded if such Limited Partner (and 
all other Limited Partners) had funded its capital 
commitment at the time of such funding, arid (ii) interest 
on the amount set forth in clause (i) above &om the date of 
eachsuch funding at the prime rate plus 2%. Any amounts 
paid under clauses (i) and (ii) above shall be distributed as 
follows: (x) to the Manager in an amount equal to all 
Management Fees (as defined below) payable in respect of 
such Limited Partner's commitment retroactive to the 
initial dosing date (together with any interest therpon at 
the prime rate plus 2% &om the initial dosing date), and 
(y) tbe remaining amount to the Partners that participated 
in prior dosings ratably based on the amount and timing of 
their previous capital contributioDS to the Partnership. 

Drawdowns; Reinvestment: Each Partner's capital commitment wiU be payable when 

called by the General Partner to make Investments and to 
meet antidpated Partnership expenses and liahilWes 
(induding Management Fees). Any amounts returned to 
. the Partners (i) as a distdbutlon of Investment Proceeds (as 
defined below) prior to the second anniversary of the final 
dosing date, (ii) in coimection with the subsequent 
admission o f additional Limited Partners (less any interest 
received with respect fiiereto), or (iii) as a return of capital 
contributions made in. respect of an unconsummated 
Partnership Investment may, in each case, be recalled and 
will be avilable for future investments. 


If 25 % or more of the Limited Partner commitments are 
fixjm employee benefit plans or other funds subject to the 
Employee Retirement Income Security Act of 1974, as 
amended (“ERISA''), each Limited Partner will pay its pro 
rata share of each quarteriy Management Fee and other 
Partnership expenses directly to the General Partner or the 
Manager, as appropriate, until file Partnership has qualified 
for the “venture capital operating company" exception to 
the Department of Labor plan asset regulations (he., until 
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Co-Investment Opportunities: 


DiversifiGation: 


Distributions: 


the Partnership has made its first qualifying investment) , 
but for purposes of caiculatir^ when each Limited Partner 
has fiiifilled its commitment and for purposes of 
gains, losses, distributions, and sharing ratios, 
all amounts so paid, as well as any corresponding amounts 
payable by the General Partner to fulfill to commitment, 
will be treated as having been paid into the Partneiship as 
a coital contribution by each Partner. 


Where possible and appropriate, the General Partner 
intends, but will be under no obligation, to provide an 
opportunity to the Limited Partners to co-invest alongside 
the Partnership. 


Without ti^ approval of a majority in interest of the 
T Partners, no more than 10% of the total capital 

commitments of the Partners may be invested in a sin^e 
portfolio company. 

Distributions of die net proceeds from disposition- of 
Investments, as well as distributions of securities in kind, 
together with any dividends, interest or other investment 
income (other than certain short-term investment income) 
received witii' respect to Investments (collectively, 
“Investment Proce^"^, generally will be made in the 
following order of priority: 

(a) first 100% to the Partners in proportion: to 
funded commitments until the cumulative 
amount distributed equals C) the aggregate 
funded ■ capita commitments . of the 
Partaen. and (ii) a preferred return on 
amounts included in danse at a rate of 
8% per annum, Compounded annually (the 
“Preferred Return");. 


(b) second, 100% to the General Partner until 
such time as the General Partner has 
received, pursuant to this par^raph (b), 
20% of the sum of the distributed Preferred 
Return and distributions made pursuant to 
tiiis paragraph (b): and 


(c) tiiird. (i) 80% to all Partners in proportion 
to funded commilments, and (ii) 20% to 
the General Partner in respect of its carried 
interest 
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Prior to the second annivexsaty of the final closing date, 
the General Partner will have the right to elect to 
distribute,- hold, or re-invest Investment Proceeds (and for 
purposes of danse (c) oftfae distribution provisians above, 
the Genaal Partner's funded commitment wil be deemed 
to indude Z0% of the realized gains upon Investments, the 
Bivestiiient Proceeds ftoin which were re-invested in 
accordance with this sentence). After the second 
anniversaty of the final dosing date, the General Partner 
will distribute Q die net proceeds fiom the sale or other 
disposition of Investments within 180 days of receipt by 
the Partnership, and (ii) dividends, interest, and other 
shdrt-tenn investment income at least annually, each 
subject to the availahility of cash after pajong Partnership 
expenses and setting aside appropriate reserves by the 
General Partner for reasonably anticipafed liabilities and 
obligatioiis of the Partnership, 

Prior to the termination of the Partnership, distrihutiors 
will be in cash or marketable securities. Upon termination 
of the Partnership, distributions may also indude restricted 
securities or other assets of the Partnership. 

Notwithstanding the foregoing, the General Partner may 
cause the Partnership- to make distributions itom time to 
time to the General Partner in amounts snfiident to permit 
the payment of the tax obligations of the General Partner 
and its members in respect of aDocatioiB of income related 
. to the carried interest The General Partner will endeavor 
to make antmal a^regate distributions to the limited 
Partners in an amount suffident to permit payment of the 
limited Partners' tax obllgarions in respect of their 
interests in the Parinership. . Cash held by the Partnership 
prior to expenditure or dishibution will be invested in 
short-tenn, Mgh-^rade insliiinnents. 

The amount of any taxes paid by or withheld from receipts 
of the' Partnership allocable to a Partner from an 
Investment will be deemed to have been distributed to 
such Paurtner. 

Allocation of Income, Expenses, 

Gains, and Losses: 


Income, expenses, gains, and losses of die Partnership will 
generally be allocated among the Partners in a rnannei 
consistent with the distribution of proceeds described ii 
’Distributions'' above. 


22 


-FOIA CONROENTIAL 
TREATMENT REQUESTED 
BY ANDREW FASTOW- 


AP100070 



2269 


Management Fee; 


Operating Expenses; 


Partnership Expenses: 


Offering and Organisational 
Expenses: 


During the Commitment Period, the Partnership will pay 
the Manager an annual management fee (the “Management 
Fee"), payable semi-annually in advance, equal to 2.0% of 
the aggregate coinmitments of Limited Partners. After the 
expiration of the Co mmi tment Period, the Management 
Fee will equal 2.0% of an amount (“Capital Under 
Management') equal to the lesser of (i) the aggregate 
commitments ofthe Limited Partners and (ii) the aggregate 
amount invested by the Partnership in Investments. 
Capital Under Management will be mlculated as of the 
beginning of each semi-annual period to which the 
Management Fee applies. 

The Manager will pay all ordiimy operating expenses of 
the Partnership for salaries, rent, and similar expenses in 
connection with the investigation of investment and 
disposition opportunities for the Partnership and 
monitoring of die Partnership ’s Investments (to the extent 
not reimbursed by a portfolio company), except as set forth 
below under “Partnership Expenses." 

The Partnership will pay or reimburse the General Partner, 
the Manager, and their respective afifflates fon (1) out-of- 
pocket expenses of the General Partner and Manager 
(Including third-party fees and expenses) incurred in 
connection widi imconsmnmated Investments; (ii) 
out-of-pocket expenses, including, but not limited to, aU 
expenses incurred in connection with the origination, 
making, holding, monitoring, sale, or proposed sale of 
Investments (not otherwise paid in coimection with the 
closing of the proposed origination or disposition), 
litigation or other extraordinary eiqienses, insurance, and 
indemnily expenses and expenses of liquidating the 
Partnership: and (iii) any other direct expenses incurred in 
connection with the Investmenls. The Partnership will also 
■be responsible for all routine administrative exper^es of 
the Partnership, including, but not limited to, the cost of 
the preparation of the annual audit financial statements, 
and tax returns, expenses of die Advisory Committee, cash 
managemeiit expenses, and legal expenses. 

■The Partnership will bear all legal, accounting, and other 
offering and organizational expenses, including out-of- 
pocket expenses of the General Partner or the Manager 
.incurred in connecfion witii the formation of the 
Partnership. The Manager will bear the cost of placement 
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Transacaon, Break-up, and 
Advisory Fees: 


Other Investment Activities: 


Allocation of Investment 
Opportunities: . 


agent fees charged in connexion with the fomnatioa of the 
Partnership. 


The General Partner and the Manager will net charge any 
traiKaction fees, break-up fees, advisory, monitoring, or 
similar fees in connection with actual or prospective 
divestments. 


Without the approval of a majorily in intetest of linited 
Partner, hone of the General Partner, the Manager, and 
the Principals wUl commence investment activities for a 
Competing Fund (as defined below) in which such entity 
or person acts assponsororgeneral partner until the earlier 
of (i) the tenmnadon of the CoansifaneBt Period or p) the 
date on which at least 70% of the total aggregate capital 
conunitinents of the Partnership have been taken down or 
committeii However, there will be no restrictions on the 
activities of the Principals in their capadfies as employees 
of Enron; and these restrictions wfll not bind or o therwise 
obKpte Enron. A “Competing Fund" means a pooled 
cqaityinvesttnentvehideolherthantheExistingFtmds (as 
defined below), the Paitnersfaip, and' any Parallel 
Investment Vehicle (as defined below) which has 
investment objectives and strategies that are substantially 
similar to those of the Partneiship and does not include any- 
pooled equity investment vehide managed, sponsored, or 
conttolled by Enron or its subsidiaries or abates or any 
ParaBe! Investaent Vehide. 


The Prindpals cuirentiy are involved in the management 
of investment limited partnerships, induding EJMl and 
Chewco (the “Existing Funds"), that have investment 
objectives and strategies that are substantially similar to 
those of the Partnership. The General Partner expects that 
to. the extent that both the Partnership and the Existing 
Funds would have capital available for investment in ai 
opportimily, the Prindpals would cause the investmen: 
oppartunity to be allocated to the Partneiship and dn 
Eiristing Funds in a manner, determined to be. to am 
reasondrle to both (taking into account fte amotmt o 
available capital for each Partnership) consistent wit 
prudent portfolio management and fidudaiy conceru' 
Neither Enron nor atiy Existing Fund in -whidi Enron h; 
an interest has any obligatioa to offer investme! 
opportunities to the Partnership, and the ability of Enron • 
any such Existing Fund to offer certain iavestments nr 
be restricted by contractual obligations to third parties. 
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Advisory Committee: 


Parallel Investment Vehicles; 


Alternative Investment 
Structure: 


Exculpation and 
Tnri piTnnifi ratio n: 


An Advisory Committee, whose members ■will be selected 
representatives of the Limited Partners, will be established. 
The Advisory Committee will advise the General Partner 
and resolve issues involving conflicts.of interest presented 
by the General Partner. 


The General Partner may establish one or mare additional 
entities or other similar arrangements (a “Parallel 
Investment Vehicle") prior to the expiration of the 270-day 
period following the initial closir^ to facilitate the ability 
of rprfain types of investors to invest in parallel with the 
Partnership. 3f fonned, any Parallel Investment Vehicle 
win invest in each Investment on a pro rata basis (based on 
available capital) and on substantially the same terms and 
conditions as the Partnership. 


If the General Partner determines in good, &th that for 
legal, tax, regulatory, or other reasons it is- in the best 
interests of the Partners that an Investment he made 
thro tigh an alternative investment structure, the General 
Par tner ma y structure the malting of all or any portion of 
such Investment outside of the Partnership by requiring the 
Partners to make such Investment through a limited 
partnership or other entity (othK than the Partnership) that 
■will invest on a parallel basis with or in lieu of the 
Partnership, as the case may be. 

None of die Principals, die General Partner, die Manager, 
thor respective affiliates, and each of their respective 
officers, directors, members, managers, partners, 
employees, agents, and representatives (each, an 
“Indemnified Person") will be liable to die Partnership or 
to any limited Pitner for any act or omission by such 
Indemnified Person in connection with the conduct of the 
business of the Partnership, unle^ such act or omission 
constitutes such Indemnified Person’s bad feidi, gross 
negligence, or willful misconduct The Partnership will 
■ indemnity each Iiuiemnified Person from and against any 
losses, claims, liabilities, damages, and expenses 
(including legal fees and expenses, judgments, and 
amnnnts paid in scttiement) incurred by siich Indemnified 
Person in connection ■with the Partnership’s activities, 
unl ess such losses, claims, liabilities, d amag es, or 
expenses result from such Indemnified Person’s bad frith, 
gross negligence, or willful misconduct The General 
Partner may require the Partners to return distributions 
made to eai such Partner for the purpose of meeting such 
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Limited Partner Withdraw^ 
and Transfer: 


EMSA Considerations: 


Tax Canaderafidns; 


Reporting; 


Partier's pro rata share of the Partnerstiip's 
indemnification obligations referred to above or to satisfy 
any other Paitnersfcip obligations (subject to certain 
Umitattons). 


limited Partneis generally may not withdraw from the 
Partaership. In additioa, no Limited Partner may transfer 
or assign any of its interests, tights, or obEgattoas with 
respect to 'its interest, except with the written consent oi 
the General Partner, which written consent may be giver, 
or withheld in the General Partner's sole and absolute 
disaedon. No such assignfi.e, purchaser, or transferee oJ 
an interest maybe admitted as a snbstitnte Limited Partne: 
■without the written consent of the General Partner, wMci 
written consent may be given, or withheld in Its sole anc 
absolute discretion. The General Partner may require i 
liirfted Partner to ■withdraw finm the Partnership unde 
certain limited circranstances. Subject to certah 
conditions, the General Partner may (or may be require- 
'to) permit a Limited Parmer to withdraw -from th 
Partnership under certrin limited drcninstances. 

The General Partner intends to cause the Partoe-rship t 
qualify as a “venture capital opeiafing company" imdertt 
Department of Labor plan asset regulations. 

An investment in the Partnership will have parttcul: 
consequeiKes for certain Wnds of investors under the U.; 
Federal income tax laws. The Partnership may engage : 
transacfions thatwffi.canse tax-exempt Limited Partners ■ 
recognize "unrelated busing taxahle income” (“UBTE 
■within the meaning of. Action 5 12 of the teenal Revent 
Code of 1986, as amended (the * Code') , as a result of thf 
mvestnent in the Partnership, and the Partnership m; 
engage to transactions that -wiH cause foreign limit 
Partners to recognize income treated as effectfvf 
connected with the condutt of a trade or business with 
the United States -withia 4e meaning ofSecBonSSfoft 
Code as a result of their tovestment in the Partnersfa 
Prospective investors should consult with their own i 
advisors as to the consequences of malting an investm- 
in the 'Partnership.' The General Partner intends to w: 
with prospective investors to address their Isdividual 
concerns. 


The Genera] Partnerwil! send the Dmited Partners -wil 
120 days after the end of each fiscal year of the Partners 
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Auditors: 

Legal Counsel: 
Placement Agent: 


(or as soon thereafter as practicable in the event of delays 
in receiving information from portfolio companies) an 
audited aTimial finandai report and tax .infonnation 
necessary for completion of each Limited Partner’s U.S- 
Federal income tax return. The Partnerehip will also send 
its Limited Partners unaudited finandai statements and 
other information within 60 days after the end of each 
quarter. 

PricewaterhouseCoopers. 

Kirkland & Ellis. 

Merrill Lynch & Co. 
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VUL RISK FACTORS 

Potential investors should be aware that an investment in the Partnersiiip involves a high degree of 
risk. There can be no assurance that the Partnershif 's investment objectives will be achieved or that 
a Limited Partner wiH receive a return of its capital. The following considerations, among otheis, 
should be evaluated carefully before making an investment in the Partnership. 

Dependence on Access to Enron Investment Opportunities 

The Partnership's investme.nt strategy is dependent upon the Paitne.^hip's access to investment 
opportunities 'from Enron. The Principals expect that Enron will continue for the foreseeable future 
to generate sufficient attractive investment opportunities to enable the Partnership to execute its 
investment strategy. Enron has no obligation to present investment opportunities to the Partnership , 
and no assurances' can be given that Enron will continue to generate suitable investment 
opportunities or make such investment opportunities a-vailable to the Partnership. Changes in law, 
regulation, accounting principles, credit, capital or commodities markets, general or sector-specific 
economic conditions, or other changes may cause Enron to cease, or slow the rate of, its investment 
acflvlties or to decrease its reliance on capital provided by co-investors or purchasers of investments 
from Enron. Enron may determine not to make investment opportunities available to the Partnership 
for any reason, including that the Principals, or certain of them, have ceased to be employees oi 
Enron. The Principals may not be involved in all Investments that Enron makes, and their 
involvement in some of Enron's invesrinents maybe lirm ted. Enron will have no obligation to offei 
investment opportunities to the Partnership, and die ability of Enron to make investments avoiiabli 
to the Partnership may be restricted by contractual obligations to third parties. 

Highly CompetitiTe Market for External Investment Opportunities 

The activiy of identiyong, completing, and realizing pii-vaie equiy mvestinents is highl; 
competidve and invoWes a high.degrw of uncertainy. Although the Partnership expects to inves 
principally in companies and assets owned or controlled by Enron, the Partnership also may seek t 
invest in other external investment opportunities. In these situations, the Partneislup wiU b 
competing with other private eguity investment vehicles, as well as individuals, financial mstitntioii 
and other institutional investors. 

Dependence on Key Personnel 

The Dniited Partners wiH be relying entirely upon the General Partner and the Manager to condu 
and manage die affair s of die Partnership. The General Partner and the Manager depend upon ti 
efforts and expertise of die Principals to enable them to render investment management sertto 
the Partnership. The Principals are obligated to dedicate their business time and attention p^ari 
to the discharge of their responsibilities as management employees of Enron. In addition t 
Principals also dedicate a portion of their business time and attention to managing exist! 
investment limited partnerships. Subject to the demands of these other responsihilities, the Prindp 
will devote as much of their business time and attention as they deem to be reasonably necessary 
manage the afeirs of the Partnership. There can be no assurance that the Principals will continue 
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be employed by Enron througiiout the life of the Partnership. As noted above, if the 
were to lose the services of the Principals, the Partnership could be adversely affected. - “ 
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The Partnership, the General Partner, and the Manager will be newly formed entities, and none of 
the Partnership, the General Partner, and the Manager has an operating history of making private 
equity investments upon which prospective investors may base an evaluation of the likely 
performance of the Partnership. 

Limited Sector Focus 


The Partnership intends to concentrate on investments in energy- and communications-related 
businesses, and will be less diversifiedfor industry risk than other, more broadly focused investment 
veUcIes As a result of the Partnership's sector focus, the eff'ect on the FaitnersHp of industry or 
general economic factors thathave a greater impact upon the energy or communications sector than 
other industry sectors may be more pronounced than in more broadly focused investment vehicles. 

Non-Control- Investments 

The Partnership expects to make Investments in portfolio comparues over which Enron will acquire 
or retain ownersMp or controL. The Partnership may not have the power, alone, to control a 
■portfolio company' s board of diiectois, management, or operations. In addition, the Partnership may 
not have the ability, acting alone, to cause a portfolio company to take, or refrain ffom taking, certain 
actions, or to cause apottfolio companyto engage, or refrain ftom engaging, inmateiidtiansactiora, 
which conceivably could have an adverse effect on the Partnership's Investment, and Partnership 

may not have the ability, acting alone, to control the tinting of the liquidation of its Investment la 
such Investments, the Partnership may be forced to rely on the feet that Enron will possess some or 
aU of the foregoing control ri^ts and that the interests of the Partnership and E^n will be 
suffifeently ahgned such that Enron will exercise those rights in a maimer that will proteirt fee 
Partnership's Investment Enron wiU have no obligation to align its interests with those of the 
■ Partnership, 


Illiquid and Long-Term Investments . - , 

Although Investments may generate some emrent income, fee return of capital and the realiaation 
of gains, if any, from an Investment generally will occur only upon the partial or 
disposition of such Investment While an Investment may be sold at any time, fiaqueimy this 
not occur for a number of years after the Investment is made. As noted above, in certain cas^. the 
Partnership may be dependent upon Enron to create Uquiffity throu^ a sale of, or other rat 
transaction involving, the portfolio compary in which the Partnership holds an Investment It is 
unlikely that feere will be a public market for the seomties held hy the Partnership a,t fee time ot 
their acquisition. The Partnership generally will not be able to sell its securities publicly unless such 
sale is registered under applicable securities laws or unless an exemption from such, registration 
requirements is available. In addition, in some cases, the Partnership may be prohibited by contract 
' firom'selling certain securities for a period of time. 
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The Faitiiexshi|} may tsvest in portfolio companies organized and operatii^gQp^^,^the L.S 
Foreign seanifies involve certain risks not typically associated with investkigiiBzH^sffieeaiities 
ladading risks relating to; (i) cunency exchange matters and, costs associated with conversion o 
investment capital and income from one currency into another; (ii) differences between the U.S. am 
foreign secaiities madcets, including potential pries volatility in and relative Ulquidity of som- 
forei^ seojiities markets and the absence of uniform accoantmg and financial reporting standard 
anddisdosare requirements: (iil) certain economic and political risks, indudingpotential restriction 
on foreign investment and repatiiaflon of capital and the risks of political, economic, or soar 
instability, and (iv) the possible impositon of foreign taxes on Income and gains recognized wit 
respect to such securities. 


Passive Investment in Interests ■ 

Partners will be relying entireiy.on the General Partner and the Manager to. conduct an 
manage the affairs of the Partnership. The Agreement will not permit the limited Partners to etigag 
in the active management and affairs of the PaitneisMp. Because specific Investments of tfc 
Partnership have notyet been identified, the Liimted Partners m'ostrely on the ability of the Gener 
Paitni to make appropriate Investments for the Partnership and to dispose of sucatocstmeots ar 
of the Manager to manage such Investments. 

No Market for Partaership lnterests 

The Interests have not been registered under the Securities Act the securities laws of aiiy state, 
the securities laws of any other Jurisdictioa and. therefore, cannot be resold unless they a 
subsequently registered under the Securities Act and other applicable securities laws or exemptio: 
from registration are available. It is not contemplated that registration of the Iriterests under t 
Securities Act or other secniities laws vriU ever be effected. There is no public mariset for t 
and one is not expected to develop. A limited Partner will not be pennitted to assi^ . 
Interests, <-vrept by operation of law, without the prior written consent of the General P^er, whi 
maybe giveii or withheld in the GeneralPartner’s sole and absolute discretion. Except inextremf 
limited droimstances, volmta^ withdrawals fem the Partneiship wffl not be petnnttei Lnmt 
Partners must be Spared to .bear Uie risks of ownit^ Interests for an extended penod of time. 

Tax-Eienq)tln.vestnrs ■ • 

Tbe Partnetship may engage in transaefions that would generate tIBTL See - ■Summa^ 
Prindpal Terms -Tax Considerations' and “CertainTax and Regulatoiy Considerations -hede 
Income Tax Matters - Gensrsl" 


Foreign Investors 

The Partneiship may engage in transactions that will cause foreign limited Partners to recogr 
i ncome effectively connected with the conduct of a trade or business^ wrto the U.b. be 
-Summary of Principal Terms - Tax Considerations’ and “Certain Tax and Kegola 
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DC CONFLICTS OF INTERF3T 

Investors should be aware that there will be occasions where the General Partner and its afBliates 
may encounter potennal conflicts of interest in connection with the Partnership's activities. Tne 
following discussion enumerates certain potential confhcts of interest which should be carefully 

evaluated before malting an investment in the Partnership. 


Diad Role of Prindpals 

The Principals are employees of Enron and owe fiduciary duties to Enron and its subsidiaries; Such 
fiduciary duties may fa)m time to time conflict with fiduciary duties awed to the Partnership and its 
parmets.' Accordingly, the Ptincipais, and entities controlled by the Principals, may take (or refrain 
from taking such actions in behalf of the Partnership as the Principals in good ^th determine to be 
necessary or appropriate in view of such coiiflicting duties. The Principals intend to consult regularly 
with &€ Advisory Cormnittee regarding potential confhcts of rntere^ regarding transactions with or 
involviiig- Enron and its affiUates. 

Transactions Invol'ving Enron 

To execute the Partnership 's investment strategy (to capture investment opportunities generated by 
Enron) , the Partnenhip will regularly evaluate, structure, negotiate, consummate, hold, manage, and 
liquidate Investments in companies in which Enron or its a ffi li a tes have an existing investment or 
which Enron or its affiliates control (including investments acquired directly from Enron or its 
affiliates). The evalaafion (and valuation) of Investment opportunities and the negotiation of the 
price, terms and conditiops of an Investment will be conducted in behalf of the Partnership by the 

Principals actiiig in behalf of the General Psrtoer. 

PortfoUo companies in which the Partnership invests may also engage in transactions with Enron or 
its effilietes and profits derived by Enron or its affiliates from such transactions will not be shared 
with the Partnership. 

In many cases. the Partnership wiU have a non-control Investment in a portfolio company contrail^ 
by Enron or its The Partnemhip may invest in securities that‘s different ffom those hdd 

by Enron or may hold securities with a cost basis different ffom thbse’held by Enron. Factors that 
influence Enron's or its affiliates* decision to exerdse their rights in respect of their investment m 
such conqiany (such as a decision to sell the company) may be more or less significant ffom the 
Partnership’s perspective.' ■ . 

Carried Interest 

The existence of the General Partner’s carried interest could be viewed as an incentive for thi 
General Partner to make riskier or more speculative investments in behalf of the Partnership thaj 
would be the case in the absence of this arrangement 
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Diverse Limited PartBer Group 

Die limited Faitneis may lave conflicting investment, tax, and other interests with resp ect to their 
investments in the Partnership. The conflicting interests of individiial Limited Partners may relate 
to or arise from, among other things, the nature of Investments made by the Partnership, the 
stmctuiing or the acgmsition of Investments, and the titning of disposidon of Investments. As a 
consequence, conflicts of interest may arise in connection with decisions made by the General 
Partner, mdnding with respect to the nature or structuring of Investments, that may be more 
beneficial for one investorthaufor another investor, especially with respectto investors’ individual 
tax situations. In selecting and stmctaring investments appropriate for the Partnership, the General 
Partner will consider the investmeiit and tax objecfives of Partnership and its Partners as a whole, 
not the investment tax, ot other objectives of any limited Partner of the Paitneiship individually. 
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X. CERTAIN TAX AND REGULATORY CONSIDERATIONS 

Federal Income Tax Matters 
General 

The following discussion smninaiizes certain U^. Federal income tax considerations generally 
applicable to a person considering the acquisition of an Interest The discussion does not deal with 
all tax consideradoiis that maybe relevant to spedflcinvestors or classes of investors in light of their 
particular drcirmstances. In particular, die discussion does not address any considerations applicable 
to persons who acquire Interests in connection widi the performance of services. Furthermore, no 
state, local, or foreign tax considerations are addressed ALL PERSONS CONSIDERING AN 
INVESTMENT IN THE PARTNERSHIP ARE URGED TO CONSULT WITH THEIR OWN TAX 
ADVISORS AS TO THE SPECIFIC U.S. FEDERAL, STATE, LOCAL. AND FOREIGN TAX 
CONSEQUENCES TO THEM OF SUCH INVESTMENT. 

The Partnership will receive an opinion from Kirkland & Ellis, counsel for the Partnership, that the 
Partnership will be classified for federal income tax purposes as a partnership rather, than as an 
association taxable as a corporation under cuirentiy applicable tax laws. Opinions of counsel, 
however, are not binding on the Eitemal Revenue Service (*dS") or the courts, and no niHng has 
been or will be request^ from the IRS. No assurance can be given that the IRS will concur with 
such opinion or the tax consequences set forth below. 

The Partnership will not pay federal income taxes, but each Partner will be required to report its 
distributive share (whether or not distributed) of the income, gains, losses, deductions, and credits 
of the Partnership (which may include the income and other tax items of any partnerships in wducfa 
the Partnership invests), it is possible that the Partners could incur income tax liabilities without 
receivingfiromthePartn^ship sufficient distnbutions to defray such tax liabilities. For example, the 
Partners will be allocated Partnership income and gains for U.S. Federal income tax purposes even 
if funds fiom such Partnership income and gains are used by the Partnership to make hivestments 
or to pay Partnership expenses and liabilities and are not distributed to such Partners (or are 
distributed but are then recalled by the Partnership for future Investments). The Partnership 
Agreement will provide that the General Partner may elect to re-invest rather than distribute (or 
distribute and recall for investment) Investment Proceeds prior to the second anniversary of the 
Partnership’s final dosing date. The Partnership's taxdsle year will be the calendar year, or sud 
otiier year as required'by the Code. Tax information will be distributed to each Partner annuall y. 

The following discussion summarizes certain significant U.S. Federal income-tax consequences tc 
a prospective investor who (^ owns, direct or indirectly tiirough another partnership, an Interes 
as a Limited Partner, (ii) is,' with respect to the U.S., a citizen or resident individnal. a domestit 
corporation or partnership, an estate the Income of which is subject to U.S. Federal income taxatioi 
regardless of its source, oratnistforwhi<iacourtnithe U.S. is able to exercise primaiy supervisioi 
over its administration and one or more U.S. persons have the audiority to control all substantia 
decisions, as such terms are defined for U.S. Federal income tax purposes (a U-S. Investor ), an 
(iii) is not tax-exempt 
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Interest on any amount borrowed by a Limited Parmer (otber than a corporation) to purchase an 
InterKt in the Partnership will generally be “investment interest,' subject to a limitatioa on 
deductibility. In general investment interest will be deductible only to the extent of the taxpayer’s 
“net investment income," For this purpose “net investment income" will generally include net 
income from the Partnership and other income from properly held for investment (other than 
property which generates' passive activity income). However, long-term capital gain is excluded 
from the definition of net investment income unless the taxpayer makes a special election to treat 
such gain as ordinaiy income rather than long-term capital ^in. Interest that is not deductible in the 
yoax mcuried because of the investment interest limitation may be carried forward and deducted in 
a future year in which there is sufficient investment income. 

The Agreement will contain provisions intended to comply substantially with IRS regulations 
describing partnership allocations timt will be treated as havii^ “substantial economic effect,’ and 
hence, the Partnership’s allocation will be respected for tax purposes. However, those regulations 
are extremely complex, and there can be no assurance that die allocations of income, deduction, loss, 
and for tax purposes made pursuant to die Partnership Agreement will be respected by the IRS , 

if reviewed. Even if the IRS were to review die PartnersMp atiocations and determine that they do 
not technically comply with such regulations, such allocations wmld be determined “in accordance 
with each partner’s intorest in the partnership (determined by taJdng into account all facts and 
(rircumstances)." The allocations under the Partneiship Agreement should, in most cases,- be 
substantially identical to each "partner’s interest in the partnership." 

Under Section 67 of the Code, a non-corporate taxpayer (including a shareholder of an 
S corporation) may deduct certain miscellaneous dediicrtions (e,g.. Investment advisory fees, tax 
preparation fees, unreimbuised employee expenses, and subscriptions to professionaljoumals) only 
to lie e^ent such deductions exceed, in the aggregate, 2% of the taxpayer’s adjusted gross income, 
^ch Limited Paitner)s share of the Management Fee and other Partnership exp^es probably will, 
be treated as miscellaneous itemized deductions. Accordingly, a limited Partner who is an, 
individual generally ydll be permitted to deduct such expenses only to the extent that the sum of such 
expenses plus the individual’s other miscellaneous itemized deductions exceed 2% of the 
individual’sadjusted gross income, However.corpoiatelimitedPailiiers (other tiianS corporations) 
and tax-exempt organizations are not affected by the 2% floor (unless, in the case of a tax-exempt 
organization, itisnotacorporationandhasunrelatedbusiness taxable income from the Partnership). 
Section 68 of the Code separately imposes limitations bn the deductibility of itemized deductions 
by an individual whose adjusted gross income exceeds a specified amount (e.g„ $126,600 for 
unmarried individuab, or married individuals filingjointly, for 1999, adjusted annually for inflation) , 
which may also affect the abilily of any Partner who is an mdividual to deduct his or her share of the 
Management Fee and other Partnership, expenses. A limited Partner who is an individual also 
generally will not be permitted to deduct his or her share of the Management Fee and other 
Partnership expenses for purposes of calculating such individual’s alternative minimum tax liability. 

Non-corporate investors [and certain closely held, personal service, and S corporations) are subject 
to the limitations on using losses from passive business activities to offset business income, salary 
income, and portfolio income (ie., interest dividends, capital gains from portfolio investments, 
royalties, etc.) . The Partnership 's distributive share of income or losses from a portfolio company 
wbich is a partnership or limited liability company engaged in business generally will be treated as 
passive activity income or losses. Accordir^y, an investor will be subject to the passive activity loss 


S5 


"FOIA CONROENUAL 
TREATMENT REQUESTED 
BY ANDREW FASTOVT 


AP100083 



2282 


limitations on the use of any such portfolio company losses, but any such portfolio company income 
may be oEset by other passive losses (such as losses from limited partnership interests in tax 
shelters). Other partnership income generally will be treated as portfolio income. Therefore, an 
investor generally will not be able to use passive activity losses to offset such portfolio income from 
the Partnership. 

Except as described in the following paragraph, a tax-exempt Limited Partner’s distributive share 
of the Partnership's inrame should consistprindpally of income from dividends, interest, and capital 
gain from coq)orate stock and corporate securities - types of income which (subject to the discussion 
of debt-finandng below) are expressly excluded UBTL 

However, frie Partnership may invest in securities (including' equity interests in partnerships and 
limited liability companies) that will generate UBTI (“UBTI Investments"), ^ch tax-exempt 
Limited Partner generally would be subject to U.S. Federal income tax on its share of any UBTI 
earned by the Partnership (and the receipt of UBTI could give rise to additional tax. liability for 
certain limited categories of tax-exempt investors). 

If a tax-exempt Limited Partner borrows any amount to fund its capital commitment, some or all of 
its distributive share of income from the Partnership could be UBTX which could be taxable to such 
tax-exempt limited Partner (and which could 'give rise to additional tax liability for certain limited 
•categories of tax-exempt Limited Partners). Moreover, debt inairred either by the Partnership 
directly or in connecrion with a UBTT Inveslnient could give rise to UBTI to a tax-exempt Limited 
Partner. 

Certain U.S. Tax Considerations far Foreign Investors 

limited Partners that are hot U.S. Investors and are not tax-exempt (“Foreign Investors") generally 
should not be subject to U.S. Federal income tax on gains fium the sale of Investm^ts. 
Notwithstanding the foregoing, a Foreign Investor’s share of the net gain recognized upon 
disposition by the Partnership of a United States real property interest would be treated for Federal 
income tax purposes as if it were effectively connected wirii a U.S. trade or business: In general, the 
Partnership would be required to withhold tax from allocations to Foreign Investors of such net gain 
and each Foreign Investor would be required to r^ort its share of such gain on a UB, Federal 
income tax return. For this purpose, the term “United States real property interest" generally would 
inciade: (i) shares of stock in a U.S. corporation that does not have a publicly traded class of stock 
outstanding if 50% or more of the value of tire corporation’s assets at any point during the preceding 
five years consisted of interests in U.S. real property, and (ii) shares of stock in a U.S. corporation 
that does have a publidy traded class of stock outstariding where (A) the corporation satisfies the real 
property ownership test described in clause (i) above, and (B) the Partnership held (direcriy or 
pursuant to certain attribution rules) more than 5% of the outstanding stock of any publicly traded 
class of shares or held shares of non-publidy traded stock with a fair maricet value greater than that 
of 5% of the publidy traded of the corporation’s stock with the lowest feir market value. In 
addition, if the Partnership invests in partnerships or other persons that generate income that is 
treated as effectively connected with a U.S. trade or business (induding gain recognized upon 
disposition of an United States real property interest), Limited Partners will be subject to U.S. 
F ederal income tax. including withholding tax (and possibly the branch profits ta>0 . on their share 
of such income and on their share of gain realized on the Partnership ’s disposition of its interest ii 
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such Other partnership’s (or other person’s) assets attrihutable to such U.S. trade or business, and 
they will be required to file appropriate returns. Dividends paid by portfolio companies generally 
will, and interest paid by portfolio companies and capital gains upon realization of certain 
Investments may, in certain drcmastances, be subject to- -withholding taxes, indnding U.S. 
withholding taxes, but such taxes may be reduced or eliminated by treaty. 

THIS MEMORANDUM DOES NOT ADDRESS ALL UNITED STATES FEDERAL TAX 
CONSEQUENCES OF AN INVESTMENT INTHEPARTNERSHIPTHATMAYAPPLYTO AN 
INVESTOR, AND IT DOES NOT ADDRESS ANY STATE,. LOCAL, OR FORHGN TAX 
CONSEQUENCES OF SUCH AN INVESTMENT. IN ADDIHON, THE ABOVE DISCUSSION 
IS B.ASED. ON CURRENT PROVISIONS OF THE CODE, TREASURY REGUlAnONS. 
AJDMINISTRATrVE RULINGS, AND JUDICIAL DECISIONS, AND NO ASSURANCE CAN EE 
GIVEN THAT FUTURE LEGISLATIVE, JUDICIAL, OR ADMINISTRATIVE ACTION WILL 
NOT AFFECT THE ACCURACY OF ANY STATEMENT IN THIS DISCUSSION, POSSIBLY 
WTIHRETROACTTVEEFFECT. THETAX CONSEQUENCES OF ANMVESTMENTINTHE 
PARTNERSHIP MAY VARY DEPENDING ON AN INVESTOR’S PARTICULAR 
CIRCUMSTANCES. FOR THE FOREGOING REASONS, EACH PROSPECTIVE INVESTOR’ 
IS ADVISED TO CONSULT ITS OWN TAX COUNSEL AS TO THE FEDERAL. STATE. 
LOCAL; AND FOREIGN TAX CONSEQUENCES OF AN INVESTMENT IN THE 
PARTNERSHIP'. 


Certain ERISA Considerations 


The U.S. Department of Labor (“DOL"). has issued regulations under ERISA, which generally 
provide that when an employee benefit plan invests in an entity such as the Partnership, the plan’s 
assets include both the , limited partnership interest and an undivided interest in each of the 
underlying assets of the Partn^hip, unless (i) the equity participation in the Partnership by benefit 
plan investors is not “significant" (defined as 25% of any da5L-s of fee Partnership equity interests), 
Tii) fee Partnership complies with the “venture capital operating company" (“VCOC") exception, or 
(iii) fee Partnership qualifies for anotho* exception under the DOL pl^ asset regulations. If fee 
imderlying assets of the Partnership were to be considered plan assets of fee ERISA plan investor, 
the General Partner of the Partnership would be an ERISA fiduciary and the Partnership would be 
subject to 'undesirable ERISA requirements wife which fee Partnership generally cannot comply. 


The Partnership will not limit investment by benefit plan investors, and it is feerefore possible feat 
investment by benefit investors will be "significant" However, the Partnersfaip las been designed 
and is intended to be managed to comply with the VCOC exceptioiL H'^it qualifies for fee VCOC 
exception, the Partnership will not be subject to the ERISA fiduciary rules and the underlyi:^ assets 
of the Partuershlp wifi' not be deemed “plan assets" of any ERISA plan investor. The Partnership 
wifi qualify if it (i) has direct contractual rights to subkantiafiy participate in or substantially 
influence fee management of operatii^ companies comprisii^ at least 50% of its portfolio (measured 
by cost) , and (ii) in fee ordinary course of its business, actively exercises such management rights 
with respect to at least one of the operating companies in whidi it invests. An “ operating company" 
is an entity engaged in the production or sale of a product or service, as distinguished from a re- 


investing entity. 
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The detennination as to whether the fund qualifies as a VCOC is made when the Partnership mak; 
its first long-term investment and thereafter on an ongoing basis. The Partnership must meet the 50‘ 
test at the time it makes its first long-term investment and on at least one day during eadi-90-dj 
annual valuation period (generally beginning on the anniversary of the Partnership’s first long-ter 
investment) thereafter. The Partnership also would cease to qualify if it did not in the ordina 
course of its business actually exerdse ib management rights with respect to at least one portfol 
company each year. Special rules will apply to any wind-up of the Partnership when it enters in 
it ‘distribution period" as defined in the DOL regulations. 

Prospective Limited Partners who are subject to the provisions of ERISA (such as pension funds 
certain insurance company accounts) should considt -with their counsel and advisors ajs to t 
provisioi3s of ERISA applicable to an investment in the Partnership. • 

Certain Regulatory Matters 

Investment Company Act of 1940, as amended (the *"1940 Act") 

The Partnership has not registered and does not plan to register under the 1940 Act in reliance 
the. exception provided in Section 3 (c) (7) of the 1940 Act As a condition to its admittance to i 
Partnership, each prospective Limited Partner will be required to represent to the Partnership and 
General Partner that such prospective Limited Partner is z “qualified purchaser" within the meani 
of Sections 2 (a) (51) and 3(c) (7) of the 1940 Act and the regulations promulgated thereunder. 

SecnritiesAct 

The offer and sale of the Interests will not be registered under the Securities Act in reliance upon 
exemption from registration provided by Section 4(2) thereof and Regulation D promulga 
thereunder. Each purchaser must be an “accredited investor" (as defined in Regulation D under 
Securities Act) and will be required to represent, among other customajy private placem 
representations, that it is acquirir^ its Interest in the Partnership for its own account for investm 
purposes only and not with a view to resale or distribution. 
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Merrill Lynch & Co. 
World Financial Center 
North Towh- 

NewYotk,NY 10281-1326 
■ Telephone: (212) 443-1958 
Fax: (212) 449-7969 


LJM2 Co-Investment LJP. 
1831 Wroxton Road 
Houston,IX 77005 
Telephone: (713) 853-7427 
Fax: (713) 646-2300 
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IJM2 Co-Investment, LJ. 
• Limited Partner Groi^js 


1 



1 


American Home Assurance Company 
(AIG) 

SunAmcrica 


Insurance Co. 

Adv. Comm. 

S40nullion 


AON Pension Plan 

David Greenberg 

$5.0 million 
$0.1 million 

Pension Fund 

Adv. Comm. 

$5.1 million 


Acquisition Fund Four, L J*. 

$5 million 

Fund 


Robert Basham 

$3 million 

Ini 


BT Livcstment Partners 

$10 million 

Fin. Inst. 

Adv. Comm. 


Cbemical Lavestments 

$10million 

Fin. Inst. 

CIBC Capital Corporation 

SIS million 

Fin. Inst 

Adv. Comm. 

C&I Partners 

$2 million 

M. 

Citicorp 

.$10 minion 

Fin. Inst 

Eugene Conese 

Conesc Family Investments LJP. 


Md. 

CRM 1999 Enterprise Fund 
(Cramer Rosenthal McQlynn) 

$3 million 

Fund 

DU Fund Investment Partners m, LJP. 

55 millioo 

Fund 

Lakeview Direct Investments, UP. 

Thomas Elden bivcstment Trust 
(GP of Lakeview) 

SU million 
$0.5 million 

Fund 

$2.0 million 

Ethervest, LLC 
(TuUv Capital Partners) 

$1 million ■ 

Ihd. 

First Union investras, Inc. 

$25 million 

FiiuInsL 

Fort Washington Private Equity iivestors H, LP. 

$10 million 

Fund 

Freidenrich Family Partnership, LJ*. 

Freidenrich Twenty-Fifty, Ltd. 


Ini 

Institute for Advanced Shidies 


Fund 

JJ*. Morgan Partna-ship Investment Corporation 

Sixty WaE Street Fund, L J. 

$12 million ' 

S 3 million 

$15 million 

Fin. Inst. 

Adv. Comm. 
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Kleinwort Benson Holdings, Inc. 

Iron'wood investors, LLC 
(Dresdner Execs) • 

$5.0 million 
$0.9 million 
$5.9 million 

Fin. Inst 

Adv Comm, 

LBI Group Inc. 

(Lehman Brothers) 

$10 million 

Fin, Inst 

John D. and Catherine T. MacArthur Foimdation 

$15 million 

Foundation 

Joe Marsh 

$3 million 

Ihd. 

Merchant Capital, Inc, 

(CSFB) 

SIO million 

Fin. Inst 

ML IBK Positions, Lac. 

MIjLJM 2 Co-lhvcstnient, LB. 

Louis Chiavacci 

S5 million 
$16,145 million 
$1 .0 million 
$22,145 million 

Fin. Inst 

Mousseteek Free 

SIO million 

lad. 

Bho Msmt 

VDdng Trust 

Gordon and Margaret Hargraves. . 

Alpine Investment Partners 

S15 million 

SO J million 
$15 million 
$30 J million 

Ind. 

Adv. Coram. 

Ttlvs-ses M?mt. 

Nash Family Partnership, LB. 

Jack Nash 

Josh Nash 

LeonI.evy 

$2.5 million 
$3 million 

S2J million 
.S4 million 
$12 million 

M. 

Papyrus I Funding Trust (BofA) 

Weyerhaeuser Con 5 )any Master Retirement Trust 

$45 million 

S 5 million 

$50 million 

Pension Fund 

Adv. Comm. 

Primerica Life Insurance Company 

Travelers Indemnity Coir^jany 

Travelers Insurance Con^jany 

Travelers Life and Annuity Congjany 

$0.2745 irallion 

$3,1765 miHiOT 
$13555 million 
$0.1 935 million 
$5.0 million 

Fin. Inst , 

George Rohr 

$3 million 

Ind. 

SFG-U Inc. 
fGECQ 

$5 million 

Finu last 

State of Arkansas Teacher Retirement System 

$30 million 


Total 

$386,645 million 

T 


Advisory Committee - % of Total Cn mrmtments 44,4% 

li’^ups.ttoc 
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Total Number of LPs 5 1 

Total Number of LP Groups* 33 


Davestor Categories 
Financial Institutions 
Pension Funds 
Individuals 
Insurance Conqianies 
Funds 
Foundation 


Amount of CommhnentfSMNf) 
$143,045 
85.1 
73.5 

40.0 

30.0 

15.0 

$386,645 


Noy% of COTTrmitmftntS 
12/ 37.0% 

3/ 22.0% 

10/ 19.0% 

1/ 103% 

6/ 7.8% 

1/ 3.9% 
33/100.0% 


* LP Groups are based on related entities or individual investments under die management company. 


LPgroups.doc 
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AgrcemenQ of 

Fmled 

CootrCbutioa 

No. NarneofLiitrireri Pastaep 

Limiied Parmer 

f-aptal 

OntmWt 1 m III 

1 Chemicai Invcscmmcs, Inc. 

10,000,000.00 

1,698, CeL99 

8301518.01 

2 ConescFamily Investments, LP 

L500, 000.00 

254.7oaia 

1245291X2 

3 EugeneP. Cenes^ Sr 

1,500.000.00 

254,708.18 

124529182 

4 CISC Capital Cccpcxaticn 

15.CO0,OOO/» 

2547.12296 

12452877,04 

5 Ciiicctp Inyestmerus 

10.000,000X0 

1.698.Q8L99 

8301518.01 

6 SFG-U Inc (GECC) 

5,000X00X0 

8'^,040.Se 

41505S'.02 

7 Merchant Capital, Inc 

10,000,000.00 

• 1,698,06L99 

830151801 

8 BT Investment Partnas, Inc 

10.000.000.00 

L6M, 081.99 

830151801 

9 DLJ Fund Investment Partners III, L J*. 

5,000,000.00 

849.040.96 

4150559.02 

10 JJ*. Morgan Partnership Inve>uuait Cccpccatfcn 

12,000,000X0 

2Q37.698J9 

956230L61 

11 Sfacty Wall Stroa Fund, I..P. 

3,000,000.00 

509.424.61 

2'^.57539 

■ 12 LB I Gtcxip Inc 

10,000X00.00 

L698,08L99 

8301518.01 

13 ML IBK Pcsincos, Inc 

5,000,000.00 

8^,040.98 

4150559.02 

14 Motsseteek Free 

10,000.000.00 

L69a.oaL99 

8301518.01 

15 Rho Fund Investees II LLC 

15,000,000.00 

2547,059X8 

1245294872 

16 A.ON PensionPlan --l. 

5.000X00.00 

&9.019.75 

4150580X5 

17 Leon Levy 

4,000,000.00 

679211X4 

3320,738.16 

18 GcocgeRchr 

3,000,000.00 

509,411X8 

2490.58a 12 

19 Joshua Nash 

2300.000.00 

424,509X9 

2a75,‘S0.11 

20 JadcNash 

3,000,000.00 

■ 509,411X8 

2*^.588.12 

21 Nash Family Pannership, LJ. 

2500,000.00 

^4509X9 

2075,450.11 

22 Acijuisidon Fund Four. L J*. 

5,000,000.00 

8^.019.75 

415058025 

23 David Gcecnberg 

100,000.00 

• 16^96039 

83X19.61 

24 Fort Washington Private Equity Investors II; L.P. 

10,000,000.00 

L698,(B9.54 

8301560.46 

25 C&I Partners 

, 2,000,000.00 

339.607.90 

L 660392 .IO 

26 A.lpine Invctmcnt Partners 

15,000.000.00 

2547.05928 

12452940.72 

27 Thomas Eldcn Investmaic Trust 

5CQ.OOO.OO 

&4X0LS8 

415.098.02 

28 Latayiew Direa Invescmants, LP 

1,500,000.00 

23470552 

124529408 

29 Goeden and Margaret HaigravG 

500X00X0 

■ 8490L98 

415.096.02 

30 CRM 1999Enietpcise Fund, LLC 

3.000.000.00 

509.411X8 

2490.58812 

31 WcyethaetBerCcx 

5,000,000.00 

fr©, 01410 

4150585.90 

32 American HomsAssutanceCompany 

22,7©, 000.00 

3.8^617.69 

1851438231 

32a AIG Private Equity Potefaiio, LJ. 

7217X00.00 

1225,466.96 

559LS3.04 

33 Traveiets InsutanceCccnpany 

. L355.500.00 

230.1©X3 

L125336.17 

54 PrimericaLifelrBuranire 

274.500.00 

46,610X8 

227X0952 

35 The Tcavdecslndemray Company.' 

3,176.500.00 

S9369.53 

2657,130.42 

36 Arkansas Teacher Rcirement Systan 

30.000.000.00 

5,056598.® 

24906.COL17 

37 Kleinwoct Benson Hdefings, Inc 

5,000,000.00 

848599.79 

415200021 

38 Louis Chiavacd 

1,000,000.00 

169.799.97 

®0200.® 

39 Joe Marsh 

3.000XOO.CO 

50939950 

2*S>0,600.10 

^ Travelers Life and Anrufey Company 

1«,500.00 

.32856X9 

160.6'©.71 

41 Robot Baslam 

3X00.000.00 

509399.90 

2490.600.10 

42 Insdaaa for AdvancgdSn.rtes 

5,OOQ,OOaOO 

848599.79 

415200021 

S *0 Pceadenrich Famity Partnoship 

4,000,000.00 

679,199X6 

3320 x 0 a 14 

^ C 44 FresdcTttich Twenty-Fifty, Ltd. 

2,000,000.00 

33939952 

2660.400.08 

^ 45 First Unicn Irvescocs, 

25,000.000.00 

4244999.05 

23.755,000.95 

Q ^ 46 MacAnhur Feundatka 

15,000,000.00 

2546599.41 

1243.000.59 

^ 47 Papyrus I FiTKflng Trust 

'45.000, 000.W 

7.64059834 

37359,00266 

j "q 48 ML/ I.JM2 Co-Investment, LJ. 

16,645X00.0) 

2826320X4 

13X18679.76 

2 49 SunAmerica 

10,000,000.00 

1.697599.62 

830200038 

50 IroowoodInvestDcs LLC 

900,000.00 

152S19.96 

747,180.04 

O 51 EthovescLLC 

Lu -Q 

1,000,000.00 

169,79957 ' 

830200.® 

^ O Unfunded Pattnes’ Capital 



322406326.73 



F uxid Capital means, with respect Co each L initcd P anner on arty dai^ tixi Capital Conttibudcci of sud^ 

LimitcdPactnffless ehea^grrgacearrKXjntcf cash cfistriiutpl to suit Limited Partner by Che B cuu* ^ on 
cr price CO sudi dare which cMy be resiled by the Botowo: pursuant ID Scaion3.1(c X iii ) cf Partnership 

A.gteancnt. 
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MERRILL LYNCH 


^Merrillliy 






LJM3 Co-tivestment LP 

2000-13141 

S5,000 

$551 


APPROPRIATION REQUEST ($ in thousands) 

Management Unit Investment Banking (IBK) Project Name: LJM3 Co-tivestment LP 

Group: CICG Project Number: 2000-13141 

Projecl Timing: November 2000 Financial Commitment: S5,000 

Progress Evaluation Date: Annual After-Tax Benefit: $551 


EXECimVE SUMMARY 

The Energy and the Privatt Equity Gieup ol Investment Banking are nquesting approval to inve« S5.0 miUion aa a limited partner in LJM3 Co-Investment 
U (“LJMS* . the “Fund” or the “Pattnership”), a private equity fund irith a target capitalization of S200 miUion, b^g formed by Andrew S Fastow, Chief 
Rnandal Offtcer of Enron Cotp. (“Emon'). In addition to the Biundal return from investing in the Fund, the Energy Croup expects that ML*s investment in 
the Fund will enhance its strong relatouhtp widt Eiuon. In December 1999, Merrill Lyndi acted as placement agent and iivvested S5 Bullion in l;M 2 
resultangin total commitmerusofS394aullion: Merrill Lynch employees invested over n£-7 million in LJMl It is aruidpated dial a separate offering will be 
marketed to ML qualified employees in 2001. ML is acting as theplaeemevtagentfor this fund whidt is a Dtlaware Limited Par&umdtip. 

Merrill Lynch has had an ectremriy hierative relatlortship with Bnton over the past few years. In 2000 our relationship with Enron yielded invettment 
banking fees in excess of $17, indudinga private placement fee of approximately S6 million from our wod: on this fund. 

1JM3 is being organized to make privately negotiated equity and equity-related investments in energy and communicadons-related businesses and assed. 
The primary source of investment opportunities will be companies owned or controlled by Enron. These invesbnenls will generally be eo-investmenis vnih 
Enron whereby Eiuon will irranage and operate the business- 

The amount of investment by the Paitr«rship in any one transaction will be limited to S20 minion. The Partnership's objective is to generate a net IRR after 
expenses of the Partnership in excess of 30%. LJM3 provides investors with a unique investment op p o r tunity for several primary reasons: 

• LJM3 win have Pzefemd Aceett to Piopiietaty Deal Flow. Eiuon has extensive and unique deal otigjnaiioft apabilily that derive from its over 
ZJJOO fully dedicated origination and monitoring professionab located around the nvorld. The deal flow emanating frwn this unparalleled aiiguuhon 
inftastnjctute has resulted In investaenls by Enron averaging approxirnately $7 billion in each of the last two years and an existing merduuit 
investxitent portfolio of over SIO billion. 

• The Investment Oppoitonitics Sourced by Eiuoa are Attnetive. In addition to being abundant, the investments sourced through Ervon give LJMS 
the opportunity to achieve attractive returns. The quality of d« investments origtruted by Enron's deal origination infrastructure b reflected in the 
financial perfonnanee of Enron and several of Its invesbnent partnerships. Enron'* common slock has generated total returns to shareholders (pries 
appreciation plus reinvestment dividends) of 1,^3% since January 1, 3990. 

■ Investmcnla will be Analyzed, Structured and Opcated by Eiuoiv Over the years, Enron has developed a rigorous process of invesbnent analysis, 
which employs over 130 professionals in dbdpUnes such as: enginreting and research, credit, tax. legal, accounting, Iruurance and risk analysis. 

• Fyoveit Track Record of LJM2. The current portfolio of investments is projected to yield an IRR of 51% that increases to 69% when the effects of 
leverage are included. LJMTs investments have a projected average of yrs with over 63% of the poitfelio expected to pay out in less than one year. 

The fund is structured vrith a five-year eommitmenl period and estimated ten-year life. Limited Partners and the General Partner (collectively, the 
Taitnere-) will share in the profit* of dre Fund on the following basis: R) Partners will receive an B% cumulative compound annualized tale of return, 
subject to the Partners first receiving return of 100% of thrir invested capital used to acquire realized investments plus write downs on unrealired 
investments and including capital contributions in the form of the Partners' pro rata share of al] organizational etpwu*s and parlnersh^ expenses (including 
management fees) allocated to realized Investments and write downs on unrealized investments; (2) thereafter, 100% to the GP and others participating in 
carried interest up to 20%; (3) after which, 80% to the Limited Partner^ Annual stanagement fees will be equal to 2Jl%oraggregaie commitments. 

Because of Enron's deal flerw, our eommitment could be due by 12- l$^i0. Projected pre-tax and after-tax returns are esSma ted »t 23% and 17%, repecilvely. 
Teo-year IncremenUl Financial Resulh Compared to a Base Case ofc NO INVESTMENT 

I N« I I N,t I Headc^nl 

Revssa, fapm.e Eirnmn IjnmjK I ROE Cah flaw | Cum. In.,. Cunml Y,,rCu.tBuJ,rt 
2001 aOO) 0 OOO) 164) (43%) | |913) 0 Y« Fx] No n P«i>l fl 

““ C”! “ (!“) (64) (43%) (913) 0 PElWoo . 

^ ° (64) j (2^-) (913) 0 E«BsOverBud6«t _$0 


2006-10 9.100 

Total Se,610 


1 

Net 

Headcount 

Cash Flftw 

Cum. Iner. 

(4$%) 

(913) 

0 

1 (4i%) 

(913) 

0 

1 (i7%) 

(913) 

0 

(1-9%) 

(913) 

0 

(1.5%) 

(913) 

0 

N/A 

1 N/A 

10.076 

S5,no 

0 

N/A 


r~1 VVjll be absorbed by other 
Identified reductions 
r~l Will be excess annual cost 
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Schneider, Don (G\n-HR) 
j From: Schneider, Don (CICG-HR) 

! Sene Tuesday, Korember 21, 2000 5:54 PM 
ITo: Albert, Kerin (IBK-N"V’) 

iCc: Bolz, Cathy (HR . CICG) 

j Subjccc RE: ML inresnaeat in LjM III 

Thanks for the heads up. I am sure that people .will be interested in this. 

Given the closing date of December 15 mentibned below, do we need to rush this out or is 
CICG making a commitment that we vi-ill pass along to our emplovees to the extent thev are 
interested? 

Regards, Don 
Donald J. Schneider 

F\*P, CICG Human Rcjourccs 
Merxil! L^nch &i Co. 

4 Vwodd Financial Ceotei - 8* Hoot 
NeveYotk,N\' 10080 
Td: pi2j 449-7003 - Fas: [212] 449-TOn 
.Ion <«.-hn ci<.U-F?(''tnLe«ijT] 


Original Message 

From; Albert, Kevin (IBK-NY) 

Sent: Tuesday, No%*cinbcr 21, 2000 12:3~ PM 

To: Schneider, Don (CICG-HR) 

Subject: F\V: ML investment m LJM III 

Don-1 wanted to give you an advance "heads up" a nev/ LJM program is in the works and 
1 think there will probabiy be substantial interest in re-doing the employee vehicie early 
next year. KA 

— Original Message-~- 

From; Cariddi, Curt (CICG-Pvt Eqty) 

Sent: TuesCay. November 21, 2000 12:30 PM 

To: Hurley. Aifrefl (CICG-Pvt Eqty) 

Cc: Webb. Davkj (!BK-NY); Sullivan, David (IBK-NY); Carim. Gary (IBK-NY); O'SullWan. Frands (IBK- 

NY): Albert, Kevin (IBK-NY) 

Subject: FW: ML investment in LJM III 

Al. 

I just spoke with Kevin Albert ano he indicated that he conferred with David Webb and 
due to their limited budget they would like to lake 35 million of the LJM 11! offering Would 
you like me to speak with Don Schneider about the possibility of an employee ofienng, as 
in the case of LJM II? Pis let me know so that we can keep the ball rolling on this time 
sensitive investment. 

Curt 

Original Me$sage-~~ 

From: CSuUrvan. Francis (IBK-NY) 

S«nt: Monday. November 20. 2000 12:41 PM 

To: Cariddl,Curt (OCG-Pvt Eqty) 

Subject: FW: ML invesiment in UM til 


I Permanent Subcommittee on Investigations 

EXHIBIT #254 
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as previously mentioned - we need to know if we should set up a committee meeting, 
the timing is going to be veiy tight. 

— >Odgin^ M»sage-~ 

From: Furst. Robert ^BK-OAL) 

SsM: Friday. November 17. 2000 4:20 PM 

To: Hurley. Alfted (OCG^ E!?y): O’Sullivan. Francs (IBK-NY) 

Cc: Tilney. Scfiuylw (IBK-HOU): Sullivan. Benjamin (IBK-NY); Sullivan. Dawfi (13K-NY) 

Subject: Ml. investment in UM III 

LJM 111 is a private equity ftjnd managed by the CFO of Enron Coip., Andrew Fastow. that 
cohvest wito Enron Crap in Enron originated deal. ML was the placement agent for LJM 
n and is placement agent fra tJM til. UM il is a S392mm fund the was closed last 
year. Retoms to dale have been 70% trr. UM funds differentiates themselves from 
other pivot equity funds for its mandate is to invest in highly structured transactions- 
versus an investment in operaling companies. This strategy provides very competitive 
returns while drastically reducing risk. Therefore, I am asking for a SlOmm investment 
form iBK and seeking S35mm investment frran other pockets of ML managed private 
equity. ML IBK hvested SSmm in LJM U and ML employees invested SiSmm. Enrors 
-Corp has generated S23mm In fees for 1999 and 12mm in fees for 2DO0, Enron Corp is 
considered a core ML Energy Group account. The closing will occur on of before Dec 
15,2000. 


Robert S. 

Investment Banking-Oallss 
214*849-5350 phone 
214-849-5399 fax 
Ui^hcrr l-ursTra ml.cnin 


MS 18559 



2342 


From: 

Sent 

To: 

Subject 


alan biioski [alanbiioski@insn.com] 

Friday, December 21 , 2001 11 ;47 AM 
KCantion@exchange.mi.com 

Re; MLVLJMa Co-Investment, L.P. Capital Cal! ($UOK Commit) 


YOU MUST BE JOKING MAKING A CALL INTO THIS SHIT FUND IT WON’T BE 

LONG 

BEFORE THE SEC CLOSES DOWN THIS SHOP FOR FRAUD 

>From.: 'Caution, Kieran J (GMI Privace Equity Finance)' 
xKCanClonSexchange .mi . com> 

>To : 'Dolaii, Gary (OGC) ’ <GarYD@exchan.ge.ELl.coni> 

>CC: 'Cariddi, Curt (GMI-Pvt Eqcy)' <CCariddi@exchange . ieJ. . cqel> , 
■Tully, 

>Robert F (CICG Private Equity Finance)' <RTully@exchange .ml . ccni> , 
'Zrike, 

>KatherinB (OGC)' <KZrike@exchange .ml . com> , ‘Hurley Jr., Alfred F 
(Private 

>Equity) • <AHurley^exchange.mI .conv>, . 'Dobosh, Larry (OGC)' 
><LDobosh@exchange.DJ..coiiL>. 'Schneider, Don (CICG-HR) * 
><Don._Schneider@inl . coni> 

>Subject: KL/LJM2 Co-Investment, L.P. Capital Call ($140K Commit) 
>Date: Fri , 21 Dec 2001 11:33:36 -0500 


>Thi3 is a notice by the General Partner of ML/LJM2 Co-Investment, L.P. 

( the 

>’Faeder Fund" 1 of a Capital Call. The purpose of the Capital Call is 
to 

>fund a capital call made by LJM2 Co-Investment, 

>L.P. ^ ('LJM2’) , the proceeds cf which are to be used to pay down LJM2's 
>credit facility, which has been called by the banks under Che cexms of 
Che - 

>loan agreement. 

> 

>The amount of your Capital Call is S9.100 representing 6.5% of your 
>$140,000 Ccmniicment. After this Capital Call, your total investment in 
the 

>Feeder Fund, net of capital and profits previously 

>recumed to you, will be $25,913 representing 18.5% of your Commitment. 

>The General Partner of LJM2 has seated chat it does not currently 
>ancicipace making further capital calls during Che remaining 
>life of the partnership (though it retains the right to make further 
calls 

>if the need arises) . 

> 

>On December 28, we will deduct Che amount or the Capital Call from the 
CMA 

>account that you identified for such purpose in your Subscription 
>.\greeinent . Please be sure to have sufficient funds 
>available in the account. 

> 

>Questicns have been raised as to whether you are required to pay this 
>capical call. 


>The Feeder Fund, as a limited partner of LJM2, does not have any ^ight 
>under the LJM2 partnership agreement co decline to pay LJM2's capital 


Permanent Subcommittee on Investigations ! 

EXHIBIT #255 J 
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> Similarly, as a iimiced partner c;i the Feeder Fund, 

>you da not have any right under the Feeder Fund partnership 
to 

>declina to pay this capital call. 

> 

>Vour failure to meet this capital sail would be a breach of 
>con.traccual obligation and will result in adverse conseguenc 
> 

>The General Partner of the Feeder Fund will continue to moni 
>devalopments concerning LJM2. If, prior to the time we rend 
Feeder 

>Funcl's capital coaaidcmer.t to LJM2, circximstar.ces arise that 
>cau5e us to determine to withhold our capital commitment, we 
advise 

>yoa promptly. 

> 

'><< attachd >> 


Join, the world's largest e-mail service with MSN Hotmail, 
http: //www.hotmail . com 
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Interoffice 

Memorandum 



Merrill Lynch 


To: JohnSwadba 

At: 

From;- Schuvler Tiinev 
Rob Jones 
Lisa Bills 

Rosser C. Newton 
Tessa Giddens 

Date: December 10, 19S8 


Subject: Enron Corp. Loan Commitment 
Backeround/Request 

Merrill Lynch has been mandated by Enron Corp. ("Enron") to lead a S70 million transaction 
utilizing a STEERS-iike structure with owner trusts as the funding vehicle. This transaction is similar to 
the successful Trailblazer STEERS transaction we executed on behalf of Enron in early November, and 
Enron has mandated Merrill Lynch for two similar transactions for vear-end 1998 closings (see Exhibit 1). 

On Wednesday, Merrill Lynch-received a request from Enron that Merrill Lynch provide a S25 
million revolver for 60 days to support Enron's construction comnutment with respect to the pipelines 
inibedded in the financing. Enron has indicated that no construction will be undertaken during the 
pendancy of the Merrill Lynch commitment and, as a 'result, such revolver would not be drawn. The 
revolver would be guaranteed by Enron Corp (the parent company, which is rated BBB+). It is 
anticipated that the revolver would be refinanced by a non-recourse construction loan to fund Enron's 
investment obligations' in the Powder River pipeline over the next 10-12 months. xMerrill Lynch would 
lend the money to a newly created SPE named "PR-Z LLC" which will be 100‘’/o owned by Enron Capital 
and Trade Resources Corp., a sigr^icant subsidiary of Enron ("ECT"). If a non-recourse lender is not 
found, Enron would be required to repay the Merrill LvTich loan/commitment after 60 days. The loan 
commitment is required by Enron's accountants to insure that the structure receives off-balance sheet 
treatment. 

Enron is required to have the loan in place by Monday December 14'*' In order to execute the 
pipeline LLC agreement with its partners and to provide sufficient time to negotiate and execute the trust 
financing in which we are acting as placement agent. 

Approval is requested to lend S25 million to PR-Z LLC with an Enron guarantee for 60 days. 
Overview of Enron 


Enron is among the Merrill Lynch Energy Group's most .'^igrtificant clients. In the past six 
months, Merrill Lynch has led two debt transactions, a STEERs transaction, co-managed an equity 
offering and we are presently advising with respect to a major MikA assignment. Enron has an equity 
market capitalization of approximately SI 8 billion and an adjusted market capitalization of 
approximately S27 billion. The Energy Group is very familiar with Enron's businesses as a result of 
constant dialogue and transactions. 


I Pi-rmanent Siihcommin -- nn Investigations 

EXHIBIT 
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Transaction StruCturg 

Enron is in ne 2 x closure on two agreement? '•'"ith it? partners tor the construction and operation or 
pipelines In Wvonting, in eachor which Enron will own an approximate 1/3'-^ interest. 

Enron w'ili set-up an LLC to own its member interest in the pipeline LLC. Tne interest will be 
solit Into an "A" interest (100“o voting and .Cl'lo econormc) and a "6" interest {O’o voting and 99 9^^.c 
economic). The A interest will be held at ECT. ECT will be rcsconsible for capital call? made by the 
Dioeline LLC. ECT will look to the non-recourse cwns-ructioh' lender to fund £CT'< portion or the 
pipeline construction. 

The B interest will flow through two SPE LLC.< vvholiy-ownec by ECT until the owner trust 
purchases it. The trust will be funded by 97% debt placed by .Merrill Lynch and 3°o equin placed b>' 
Enroa The deal term is 12 months with bvo SLX-month interest pavments. The interest due amount will 
be held in an account chosen by the97'’o debt provider and accepted by the equity provider. 

The onncipai vx'ill be recaid bv Enron or a subsidiary m the folluw.mj; manner. Within 30 - 90 
davs after deal closing. Merrill Lvnch, as "notificacion agent" will provide notice to the parties that the 
trust must elect its expirv take-out option of either putting the B interest back to the ECT SPE or keeping 
the B interest without anv Enron guaranm. The debt, prox'ider vviU control the decision making process 
which is expected/anticipated' to "be the put option. .Assurrung the put option is elected, the appraiser 
which the trust hired to appraise the "as built" pipeline prior to closing will reappraise the pipeline 2-4 
months prior to deal expirv. The value determined at this ti.me will constitute the put price. If the new 
value equals the old value, the debt and equity- are reprdd in full. If the nesv value exceeds the old value, 
the debt and equity are repaid Ln full and Enron recen'es the excess. .If the new value is less than the old 
value, Enron, through a total return swap with the trust, will repay any shortfall to the debt. The equity 
would incur a loss of its investment. 

In summary, Ervon is entering into this F.AS-i25 transaction in order to take its investment in the 
pipeline LLC off its balance sheet but is guaranteeing the debt provider full repayment on its loan 
investment at the end of 12 months. 

Description of Enron 

Enron, an Oregon corporation, is an integrated natural gas and electricim company \^ilh 
headquarters in Houston. Texas. Enron's operations are cond ucted" through its subsidiaries and affiliates 
which are orincipailv engaged in the exploration for and production of naturtiJ gas and crude oil in the 
United States and interniarionaily; rne transportation of natural gas through pipelines to markets 
throughout the United State?, the generation and transnii?sion of electricity to markets in the 
United State?, the mar'koting of nacural gas. electncitv and other romniodities and related 
risk manageme.nt and finance service? worldwide; ar.d the developme.nc. construction and operation of 
power plants, pipeline? and other energx- related assets in international markets. .As of December 31. 
1997. Eru-on employed approximateh i r.rOl* persons 

Effective lulv 1, 1997. Enron merged wiih Portland General Corporation f'PCC ) in a stock-for- 
stock transaction. PGC, through in^ wholly-owned subsidiarv Portland General Electric Com.pan> 
f'PCE"). serx-es retail electric customer? in northwest Oregon as w-eii as wholesale electricity customers 
throughout the western United State? 

In OctobLT i“9S, Enron atqui.-od Wofsev Wate.-, a U.K bared ivaler company, for approxiinalely 
S2 niiilion. 
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Unknown 


From' Furs(. Robert (ISK-DAL) . 

Sent- Friday, May 19. 2000 9:47 AM 

Jo; Sullivan. David (I8K-NY): Diehl, Bowen (IBK-OAL) 

Cc: Moomjy, Alexander (IBK-NY) 

Subject: R£; Enron Net Works 


Are you implying that the most we can raise lor this venture is S2.0 billion? i agree with your logic and lets us prepare a 
presentation along the two step process to distribute to the team on Monday. 

Original Message : 

From; Sullivan. David (IBK-NY) 

Senl; Friday. May 19. 2000 8: 1*1 AM 

To; Oiehi. Bowen (IBK-OAL) 

Cc; Furst. BoDen (IBK-DAL); Moomjy. Alexander (I6K-NY) 

Subject: HE; Enron Net Works 

Some clarification on your two structures: 

I don't think a S3 billion private placement of stock in Net Works is feasible (it would roughly be the equivalent of the 
IPO of Lucent and MetLife. What we discussed was more of a 2 step process: 

Step 1: Enron sells an interest in the existing online business to a combination of strategic (Cargill. J. Aron, etc.) and 
financial investors (Hicks. Muse. KKR. etc.) for St bithon or so. Capping the return poses soma issues as to who the 
buyers of this security would be as most buyers we sell to are after the upside. 

Step 2: Enron contributes this cash to a blind pool vehicle where we go out and raise St-i- billion to invest in underlying 
physical assests (aluminum, copper plants), as well as develop the trading business). For this product to sell, investors 
in this fund would need to participate in the value creation of the trading businesses. Finally, if these guys are not 
worried about the debt on the balance sheet, there is no need for them to sell 50'^'o and have LJM2 act as the general 
partner. 

The blind pool investors have a limited ability to analyra a deal if you contnbut the Networks business to the fund 
whereas Alex's buyer do have this ability, 

— Original Message 

From: Oiehi, Bowen ( ISK-DAL) 

Sent: Thursday, Way 18. 2000 6;18 PM 

To: Weingart, JacK (IBK - PA): Sullivan. David |ISK-NY|: Moom;y. Aieiander (iSK-NY) 

Cc: Fursi, Robert (IBK-OAL): Quinn. Kristie (IBK-OAL) 

Subject: Enron Net Works 

Rob spoke to Jeff McMahon at Enron and learned the fotlowing, 

• Enron not worried about debt on the balance sheet, as they can structure around it. 

- definitely do not want public minority shareholders 

- do not have projected financials, would like very much for us to help them come up with a revenue model 

• Enron will put all of EOnline into the new entity Net Works (only as an ^change platform - Enron will pay a fee to 
Net Works as a participant on the exchange) 

The following are some inputs that he gave us; 

- 2000 trades / day, $200 billion in notional volume 

- 2000 industrial viewers 

- will soon be launching auctions of pipeline capacity 

- Chemax. a chemical exchange, currently charges S500/trade 

Two structures that we have come up with lhat make sense: 

i. Private Placement of stock in Net Works 

- Enron will contribute all EOnline to Net Works 

- Merrill will raise S3 billion in subsidiary stock in Net Works - private placement 

- Enron wants the equity to be callable at anytime after the offering at a 35% IRR 

- After five years, the investors can sell their equity stake, privately 
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- After five years, fhe investors can force an iPO or Net Works 
ii, 8find Pool Fund 

- Enron contributes EOnline stock to partnership for LP interests 

- Blind Pool investors contribute cash for LP rntarasis 

- LGM contributes cash for the GP interest 

- other "wish list" provisions tor the above deal will apply here 

Let us know your thoughts, we will be sending out seme pages, schametics, etc. soon. 

Also, Jack we need to discuss your thoughts on creating a revenue model 

Regards 

Bowen 


A/fC 1 0^7^ 
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Unknown 


Prom: Furst, RoDen (IBK-DAL) 

Sent: Friday. May 19. 2000 '0:18 AM 

7o: Suiiivan, David (IBK-N'Y); Suiiivan, Beniamin (I8K-NY): Tiiney. Schuyler (ISK-HQU); 

Weingart. Jack (iSK - PA); Oiehl. Sowsn (IBK-DAL); Woomjy, Alexander (IBK-NV) 

Subject: Enron Net Works 

We are confirmed to meet with Enron in Houston on May 2SLh at ' 1 ;00 am to review our thoughts adout fund raising. 
Clarification points: 

Off Balance sheet debt - Not a primary driver because Enron believes they can structure anything to be off balance sheet. 
£oi- ihev have no projections but are doing back of the envelope valuations assuming they convert this business to an 
exchange model. Jack - we need you to give us parameters for valuation and comps to ballpark value. They have 
materially backed off of the S7-S10 billion valuation but trunk a valuation of 33-4 billion premoney is easy to get to by using 
revenue multiples of 20-40x. 

Benefit from trading and Enron risk management- all upside will pe the in the fund. For example, when they buy a pacer 
company, Enron will transfer its trading activities to the fund for paper and pulp so all the upside will remain in the fund. 
They will not do this for gas and power but will do this for new vertical markets. 

LJM as Gpof the Fund- McMahon said this is the best alternative for keeping all activities of balance sheet. 

We need to address execution nsk and time. Speed'is critical. We also need to discuss our willingness to provide and 
Pndpe for Enron wants to move immsdiately. 


Jeck - i Will try CO move the meeting for your scneduie for you are O-est equicoeC to deal with valuation and competitive landscaoe .'or cci 


Robert S. rurst 
Investment Banking-Dallas 
Zl‘‘-849-5350 phone 
2l4-8-49-539g fax 
Ro0en:_Furst@ml.40i 


Su ^ IW" Invesllaati.ns 

EXHIBIT #258 



2349 


Lum, Mary (Doc. Prod.-NY) 

From; Furst, Robert (iBK-OAL) [iMCEAEX-_0=WL_OU=NORTHAMERICA_CN: 

_CN=RECiP[ENTS_CN=RFURST@exchange.ml.com] 

Sent: Thursday, April 12. 2001 12’.10AM 

To: Kulick. Adam (CAPMKTS) 

Subject: RE; enron meetings 


do we have a home for ohe 3% ir.oereso in nheir s; 
said this could be structured as true equitv r;sr 
Prefered site is IBmm to 1:0mm. I will tal>; to tr 
who are looking for 25%* returns. 

> Original Message 

> From: Kulic.k, Adam ( c.AP.Ml-tTS ) 

> Sent: Wednesday, April 11, 2001 •1:15 PM 

> To : Furst. P.obert (I3K-DAL); Diehl, Sowen (I3K-DAL'; Tilnev, 

Schuyler (laK-HCU) 

> Co: Sconce, Jack (C.APMKTS) 

> Subject: enron meetings 

> met with kathy lynn and michael hinds - both r.ds at Ijm., and anne 
jaeger who i believe you know. Ijm invests in enron deals orimarilv, but 
ie looking to branch out. they do a bunch of balance sheet 

> deals similar to your barge deal - in fact thsv boucht the barces from 
ml - and also invest in the debt- like equity tranches of structured 
deals, for example they own equity in txu ' s pinnacle 

> {osprey-like,' deal, held the certificates in \’osemite, own ospre-.- 
oertificates etc. they are also interested i.-. lookirc'at deals in the 
telecom sector. they may be useful' 'in certain structured 

> finance deals. 

> also, ciint freeiano and anne are coming in tomorrow’ to discuss the 
credit derivatives market, this is a simiiiar conversation to the 
initiation of yosemite. enron suffers from a lack c: liquidity 

> in the default market and this impacts their bond and bank market 
pricing (ben glisan mentioned this at the credit conference) . the 
purpose of the meeting is to provide general education on the 

> market, analyze enron specific issues and suggest solutions to the 
lack of liquidity in their name, we have a couole of ideas that thev 
may find appealing. please find attached the e.xecutive 

> summary of our book i wdll send you a cop'.' of the full book when it is 
by phone. pis. let me know, 

> cheers, adam 


> Strategic Solutions Group 

> Merrill Lynch 

> Tel : 212* 44 3 2'^IS 

> Tax: 212 733 2227. 

> adamk'iml . com 
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Valenti, Joseph S (IBK-NY) 

From: Toone, Kira (IBK-NY) 

Sent: Wednesday, March 08. 2000 1 1 :04 AM 

To: Valenti, Joseph S (IBK-NY); Haugh, Gerard (IBK-NY) 

Subject: 


FYl 

— Original Message — 

From: Hoffman. Alan S. tSMTP:AHoffman@VVBAM.comJ 

Sent: Wednesday, Marcri 08, 2C00 10:34 AM 

To: Toone. Kira (IBK-NY)’ 

Subject; RE: 

All of the documents are currently being assembled for distribution by 

Enron, but i can try to locate the Agreement. Also, we have converted the entity to the Cayman Islands; unon receipt of 
the stamped confirmation of this from the Cayman filing company (which is due any day), we intend to file a certrficate of 
withdrawal in 
Delaware. 

Original Message — 

From: Toone. Kira (IBK-NY) [ iT!ailto:KToone(g)exchange.ML.comj 
Sent; Wednesday, March 08, 2000 10:07 AM 
To: 'ahoffman@wbam.com’ 

Subject: 


Alan, 

I have not yet received copies of the documents for Ebarge, LLC. Can I 
receive a signed copy of the documents or at least the LLC 
Agreement? Secondly has this entity been converted to a Cayman Island's LLC 
yet? 

Regards, 

Kira 
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Permanent Subcommittee on Investigations 


NOTE; Below is list of Merrill Lynch 
employees investing in LJM2 



! . First Name 



■yiUJ-'Hi 


Dollars 1 

1 - Notes - 1 

FRIEDBERG 

BARRY 

278-96Y27#A 

A 

325 

S 

325.000.00 

Corporate - Active 

ABDOO 

BRIAN 

82B-99K37#A 

A 

32.5 

s 

32,500.00 

GMl - Active 

ALBERT 

KEVIN 

896-30425#A 

A 

162.5 

s 

162,500.00 

GMl - Active 

ANDERSON 

MICHAEL 

857-99P56#A 

A 

65 

s 

65.000.00 

GM! ■ Active 

BAYLY 

DANIEL 

100-24050#A 

A 

130 

5 

130,000.00 

GMl - Active 

BIRLE 

JAMES 

896-46260#A 

A 

97.5 

S 

97,500.00 

GMl • Active 

BROWN 

JAMES 

e96-45387#A 

A 

32.5 

$ 

32.500.00 

GMl - Active 

CHANDLER 

ROBERT 

20X-10F41#A 

A 

260 

S 

260.000.00 

GMl - Active 

CICCO 

MARTIN 

830-96Y03#A 

A 

65 

s 

65.000.00 

GMl - Active 

CORCORAN JR 

FRANCIS 

706-99T23#A 

u ■ 

97.5 

s 

97,500.00 

GMl - Active 

DALY 

EMMETT 

82B-99K39#A 

A 

48.75 

$ 

48,750.00 

GMl • Active 

DAUHAJRE 

MUNIR 

894-99021 #A 

A 

130 

s 

130,000.00 

GM! - Active 

DAVIS 

THOMAS 

1 00-224 12#A 

A 

97.5 

s 

• 97,500.00 

GMl - Active 

DODSON Mi 

SAMUEL 

542-99L75#A 

A 

195 

s 

195,000.00 

GMl - Active 

DREW 

MARISA 

546-99X68#A 

A 

48.75 

s 

48,750.00 

GMl - Active 

DUNLEAVY 

KEVIN 

100-22951#A 

A 

48.75 

s 

48,750.00 

GMl - Active 

DUNN 

RICHARD 

176-99H53#A 

A 

325 

s 

325,000.00 

GMl - Active 

FIDDLE 

FREDERICK ■ 

89e-37138#A 

A 

48.75 

$ 

48,750.00 

GMl - Active 

FLAHERTY 

JAMES 

230.99H31#A 

A 

32.5 

$ 

32.500.00 

GMl • Active 

FURST 

ROBERT 

42X-10L28#A 

A 

130 

s 

130,000.00 

GMl - Active 

GEITZ 

MICHAEL 

100-23733#A 

A 

65 

$ 

65,000.00 

GMl - Active 

GODVIN 

MARK 

542-96Y11#A 

A 

65 

$ 

65,000.00 

GMl - Active 

GORDON 

RICHARD 

582-99E21#A 

A 

325 

s 

325,000.00 

GMl - Active 

HABERMAN 

SCOTT 

896-371 97#A 

A 

32.5 

$ 

32,500.00 

GM! - Active 

HAMMOND 

MICHAEL 

82B-99892#A 

A 

65 

s 

65,000.00 

GMl - Active 

HARRINGTON 

MICHELE 

27B-99263#A 

A 

32.5 

5 

32,500.00 

GMl - Active 

HARTMAN 

ALAN 

896-46400#A 

A 

32.5 

s 

32,500.00 

GMl - Active 

HEHIR 

BRIAN 

891 -9996 5#A 

A 

97,5 

s 

97,500.00 

GMl - Active 

HOFFMAN 

PETER 

89S-99V64#A 

A 

97.5 

s 

97,500,00 

GMl - Active 

HORN 

KEITH 

100-24261#A 

A 

65 

s 

65,000.00 

GMl -Active 

JOHNSON - 

CHRISTOPHER 

896.52099#A 

A 

32.5 

s 

32,500.00 

GMl - Active 

JONES 

ROB 

589-99744#A 

A 

65 

$ 

65,000.00 

GMl - Active 

KNORR 

GERALD 

896-37063#A 

A 

130 

s 

130.000.00 

GMl - Active 

LEBEC 

ALAIN 

278-96Y25#A 

A 

650 

s 

650,000.00 

GMl - Active 

LUND 

DAVID 

896.49657#A 

A 

65 

s 

65.000.00 

GMl - Active 

MALMSTROM 

EDWARD 

832-99908#A 

A 

65 

s 

65,000.00 

GMl - Active 

MARION 

JOSEPH 

850-99X33#A 

A 

130 

s 

130,000.00 

GMl - Active 

MATURO 

FRANK 

861-99464#A 

A 

65 

s 

65,000.00 

GMl - Active 

MCCARTHY 

DAVID 

270-96Y02#A 

A 

130 

s 

'130,000.00 

GMl - Active 

MCCREARY 

THOMAS 

546-99126#A 

A 

32.5 

s 

32.500.00 

GMl - Active 

MCMANUS 

WILLIAM 

827-99R53#A 

A 

65 

s 

65,000.00 

GMl - Active 

MIZE 

CHRISTOPHER 

582-99R94#A 

A 

65 

s 

65,000.00 

GMl - Active 

NESl 

VICTOR 

896-49511#A 

A 

32.5 

$ 

32,500.00 

GMl - Active 

O’GARA 

BRIAN 

896-47D99#A 

A 

162.5 

s 

162,500.00 

GMl - Active 

OVERLANDER 

KEITH 

877-99053#A 

A 

48.75 

s 

48.750.00 

GMl - Active 

PAVELEC 

MICHAEL 

29S-99390#A 

A 

32.5 

$ 

32,500.00 

GM! - Active 

PEPE 

PAUL 

833-99944#A 

A 

97.5 

$ 

97,500.00 

GMl - Active 

PRATT 

JOHN 

626-99H23#A 

A 

97.5 

$ 

97,500.00 

GMl - Aaive 

RAGHAVAN 

HARISH 

100-23480#A 

A 

65 

$ 

65,000.00 

GMl - Active 

RESSA 

LEO 

879-99251#A 

A 

48.75 

$ 

48,750.00 

GMl • Active 

REUBENSTONE 

RICHARD 

896-47521#A 

A 

32.5 

s 

32,500.00 

GMl - Active 

RIDDLE 

WILLIAM HOWARD 

706-99R08#B 

A 

390 

$ 

390,000.00 

GMl - Active 

ROBINSON 

DOUGLAS 

83E-9S220#A 

A 

130 

$ 

130,000.00 

GMl - Active 


Permanent Subcommittee on Investigations 

EXHIBIT #261 


MS 12356 



2353 


1 Last Name 

{ First Nam« 

MLAocK! 

i Acct TvM I 

Urtts ; i ; 

Dollars 

j - - Notes - 

SAGGURTI 

PURNA 

86B-99240#A 

A 

32.5 S 

32.500.00 

GMl - Active 

SCHULTE 

MARK 

850-99633#A 

A 

65 S 

65.000.00 

GMI - Active 

SEiBERT 

GREGG 

10t5-24258#A - 

A 

S7.5 $ 

97,500,00 

GM! - Active 

SHAFFER 

JOHN 

82S-S9N79#A 

U 

65 S 

65,000,00 

GMI - Active 

SIMON 

KURT 

786.99007#A 

A 

97.5 S 

97.500.00 

GMi - Active 

SQUIRES 

DOUGLAS 

879-99305#A 

A 

32.5 S 

32.500.00 

GMI - Active 

STERLING 

BRIAN 

84O-99XD0#A 

A 

65 S 

65.000.00 

GMI - Active 

SUaiVAM 

BENJAMIN 

896-46046#A 

A 

97.5 S 

97.500.00 

GMI - Active 

SYCOFF 

TODD 

89S^S358#A 

U 

65 S 

65,000.00 

GMI - Active 

TAMMARO 

JAMES 

819-99C85#A 

A 

97.5 $' 

97,500.00 

GMf - Active 

TAYABJ! 

M 

818-99F8S#A 

A - 

65 $ 

65,000.00 

G.MI - Active 

TILNEY 

SCHUYLER 

S74.99668#A 

A 

487,5 $ 

487.500,00 

GMI - Active 

TROY 

THOMAS 

8g4-ggM94#A 

A 

130 S 

130.000,00 

GM! - Active 

TULLY 

DANIEL 

8S1-96Y1?#A 

•A 

130 S 

130,000.00 

GM! - Active 

WOLF 

LOUIS 

1Q0-23456#A 

A 

65 $ 

65.000.00 

GMI - Active 

WONG 

RAYMOND 

879-99309#A 

A 

325 $ 

325.000.00 

GMI - Active 

WRIGHT 

THOMAS 

574-99525#A 

A 

65 $ 

65.D00.00 

GM! - AcSive 

BILOSKl 

ALAN 

252-1 OK53«A 

A 

91 S 

91,000.00 

GMI - Inactive 

CAMPBELL 

DANIEL 

896-34769#A 

A 

195 5 

195,000.00 

GMI • Inactive 

DOYLE 

HELEN 

857-99XS9#A 

A 

32.5 S 

32,500.00 

GMI - Inactive 

LANE 

MARK 

2AX-99914#A 

A 

32.5 S 

32.500.00 

GM! • inactive 

MC ANDREWS 

MARK 

100-23767#A 

A 

32-5 S 

32,500.00 

GMI - Inactive 

MONTGOMERY 

WILLIAM 

83V-99008#A 

A 

48.75 S 

48.750.00 

GMI • Inactive 

RICHARDS 

DANIEL 

•862-S9H04#A 

u - 

. 65 $ 

65.000.00 

GMl - inactive • 

LURIE 

HERB 

850-99073#A 

A 

65 $ 

65,000,00 

GMi-RiF 

LYNETT 

THOMAS 

816-99B01#A 

A - 

130 S 

130.030.00 

GMi - RIF 

MEYER 

PETER 

770-58331#A 

A 

162.5 S 

162,500.00 

GM! • RiF 

MEYER 

JAMES 

857-93783#A 

A 

195 $ 

195.000.00 

GMI-RIF 

MURPHY 

CHARLES 

891-99Q65#A 

A 

4S7.5 $ 

487.500.00 

GMI-RIF 

SENFT 

MICHAEL 

896-491 55#A 

A 

48,75 $ 

48,750,00 

GM! - RIF 

VAUGHAN . 

ROBERT 

89B-53670#A 

A 

32.5 $ 

32,500.00 

GMI-RIF 

ROSENBERG 

RONALD 

896-47528#A 

A 

65 $ 

65,000.00 

MLIM - Active 

ZIMMERMAN 

STEPHEN 

110-99842#A 

C 

162.5 $ 

162.500.0Q 

MLiM - Retired 

BAKER 

GARY 

896-S4S6t#A 

A 

65 $ 

65.000.00 

Research - Active 

GENCO 

WILLIAM 

546-99996#A 

A 

162.5 $ 

162.5Q0.00 

Research - Active 

GOLDBERG 

KENNETH 

86G-99597#A 

U 

32.5 $ 

32.500.00 

Research* Active 

HUGHES 

MICHAEL 

204-99498#A 

A 

■ 292.5 $ 

292,500.00 

Research - Active 

LABOWITZ 

JERRY 

278-S6Y21#A 

A 

162.5 $ 

162.500.00 

ResearcJj - Active 

MCCANN 

ROBERT 

231-99806#B 

A 

130 $ 

130,000,00 

Re^arch - Active 

ROBERTS 

JOHN 

85E-99375#A 

U 

32.5 S 

32,500.00 

Research - Active 

SCHiEDHRMAYER 

CLARE 

850-99P59#A 

A 

32.5 S 

32.500.00 

Research - Active 

ULLMANN 

DONALD 

2BL-99J35#A 

A 

130 $ 

130,000.00 

Research - Active 

CABRERA 

EDUARDO 

582-99L97#A 

A 

65 $ 

65,000.00 

Research - RIF 


S 10,816,000.00 
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Deceii;ber23, 1999 


I AVllO should sign? APACI-Hl _ __ , - -[ Deleted: INamKjl 

EnronCorp, . ' 

1400 Smith Street 
Houston, TX 77002-7369 


Dear Mr. McMahon; 


MeiriU Lynch, Pierce, Fenner & Smith .Incorporated ("Ivlerrill Lynch") is pleased to act 
as exclusive advisor to Enron Corp. (“Enron”) for the sale of equity in Enron Nigeria Barge Ltd. 
(“ENB”), representing the rights to certain cash flows generated via the sale of electncity to 
Lagos S tate Government under a power purchase agreement (together with the Equity 
j Investment, as defined below, the "Transaction'% 

As Enron's advisor, Merrill Lynch will (i) form a U.S. special purpose entity (the "SPE"), 
' and (ii) fund the purchase by the SPE' of a non-controlling $28 million equity interest in ENB, 
.321 million of which the SPE will borrow from Enron or an affiliate , which will be collateralized 
j only by the shax'es of ENB ithe “Equi^' hivestment”_).(nie closing of _tlie_ Equity Investment wiU 
be subject to documentation acceptable to the parties, and the Transaction complying with all 
applicable laws and regulations. 

1. Fees and Expenses 

As compensation for Merrill Lynch assisting in the structuring of the Transaction, as 
i advisor, Enron will pay to Merrill Lynch a. non-refundabIe a dvisory fee (the _“Advisp^ Fe?”) 
equal to $250,000. Payment of the Advisory Fee will occur upon closing of foe Equity 
Investment 


DeJetGd: Cages Stale Goveramenfs 

agreement will be guaranteed by the 
Federal Republic of Nigeria 


Deleted: The SPE wi 
of approximatdy IS-OO^o per annum on 
37 million of IB equity investment. The 
SPE or its equity interest in ENB will be 
subsequently sold to third party equity 
investors or purchased by Enron or an 
affiliate. 


Enron shall be responsible for all costs and expenses incurred in structuring, placing and 
closmg the Transaction. Enron shall be obligated to pay all costs and expenses of the 
Transaction regardless of whether foe Transaction is actually consummated. Such costs and 
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December 23, 1999 
Page 2 of 5 


expenses shall include, but not be limited to, reasonable legal fees and disbursements of counsel 
to the SPE and Merrill Lynch, as well as the cost of establishing the SPE, its' ongoing fees and 
expenses, filing and recording fees and reasonable out-of-pocket expenses of Merrill Lynch. 

2. Indemnificatioa. Contribution and Limit on Liability 




, that Enron will not be liable under clause^ hereof to the extent that any loss, claim, 
damage or liability is found in a final judgment by a court to have resulted "from MerrilL Lynch's 
bad faith or 'gross negligence m performing the services described above. Enron will also 
reimburse any Indemnified Party for all expenses (including counsel fees and expenses) as they 
are incurred in connection with the investigation of, preparation for or defense of any pending or 
threatened claim or any action or proceeding arising therefrom, whether or not such Indemnified 
Party is a party and whether or not such claim, action or proceeding is initiated or brought by or 
on behalf of Enron. No Indemnified Party shall have any liability (whether direct or indirect, in 
contract or tort or otherwise) to Enron or its security holders or creditors related to or arising out 
of the engagement of Merrill Lynch pursuant to, or the performance by Merrill Lynch of the 


services contemplated by, this Agreement except to the extent that any loss, claim, damage or 
liability is found in a final judgment by a court to have resulted from Merrill Lynch's bad faith or 


gross negligence. 



If the indemiufication provided for in this Agreement is for any reason held 
unenforceable, Enron will contribute to the losses, claims, damages and liabilities, as incurred, 
for which such indemnification is held unenforceable in such proportion as is appropriate to 
reflect the relarive benefits to Enron, on the one hand, and Merrill Lynch, on the other hand, of 
the Transaction (whether or not the Transaction js consummated], provided, however, that no 
person guilty of fraudulent misrepresentation (within the meaning of Section 1 1(f) of the 
Securities Act of 1933) shall be entitled to contribution from any person who was not guilty of 
such fraudulent misrepresentation. For the purposes of this paragraph, the relative benefits to 
Enron and Merrill Lynch of the Transaction shall be deemed to be in tiie same proportion that 
the total value of equity in ENB placed or contemplated to be placed, bears to the Advisory Fee 
paid or contemplated to be paid; provided, however, that, to the extent permitted by applicable 
law, in no event shall the Indemnified Parties be required to contribute an aggregate amount in 
excess of the aggregate Advisory Fee actually paid to Merrill Lynch under this Agreement. 

3. Notice. Defense and Settlement 
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An Indemnified Party shall notify Enron in writing promptly after it receives notice of 
any claim or the commencement of any action or proceeding with respect to-which it may seek 
indemnification hereunder; provided, however, that failure to notify Enron shall not relieve 
Enron from any liability that it may have to such Indemnified Party except to the extent Enron. is 
materially prejudiced by such failure. Enron will assume the defense of such action or 
proceeding and will employ counsel satisfactory to the Indemnified Parties and will pay the fees 
and expenses of such counsel. Notwithstanding ±e preceding sentence, .an Indemnified Party 
will be entitled to employ counsel separate from counsel for Enron and from any other party in 
such action if such Indemnified Party determines that a conflict of interest exists which makes 
representation by counsel chosen by Enron not advisable or if such Indemnified Party reasonably 
determines that Enron's assumption of the defense does not adequatelyrepresent its interest. In 
such event, the fees and disbursement of such separate counsel will be paid by Enron. 

Enron will not, without Merrill Lynch’s prior written consent, settle, compromise or 
consent to the entry of any judgment in any pending or threatened claim, action or proceeding in 
respect of which indemnification could be sought under the indemnification provision of this 
Agreement (whether or not M&rrill Lynch or any other Indemnified Party is an actual or potential 
party to such claim, action or proceeding), unless such settlement, compromise or consent 
includes an unconditional release of each Indemnified Party from all liability arising out of such 
claim, action or proceeding. 

In the event Merrill Lynch or any Indemnified Party is requested or required to appear as 
a witness in any action brought by or on behalf of or against Enron or any affiliate or any 
participant in a transaction covered hereby in which Merrill Lynch or such Indemnified Party is 
not named as a defendant, Enron will reimburse Merrill Lynch for all expenses incurred by it in 
connection with such Indemnified Party’s appearing and preparing to appear as a witness, 
including, without limitation the fees and disbursements of its legal counsel, and to compensate 
Merrill Lynch in an amount to be mutually agreed upon. 

4. Survival of Certain Provisions 


The representations, warranties, indemnities, and agreements of Enron and its officers or 
representatives shall remain in full force and effect regardless of any investig^on made by or on 
behalf of Enron or Merrill Lynch or any affiliates, and shall survive the consummation of the 
Transaction. 
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5. Amendments: Survival of Provisions 

No waiver, amendment or other modification of this Agreement shall be effective unless 
in writing and signed by each party to be bound. The provisions relating to expenses, 
indemnification, limitations on the liability of Indemnified Parties, contribution, settlements, 
choice of law and waiver of the right to trial by jury will survive any termination of this letter 
agreement. 

6. Parties 

This Agreement shall inure to the benefit of and be binding on Enron, Merrill Lynch and 
their respective successors. Enron has retained Merrill Lynch to act as an independent 
contractor, and any duties of Merrill Lynch arising out of its engagement shall be owed solely to 
Enron. This Agreement does not confer any rights upon any person other than Enron, including, 
but not limited to, any security holder, employee, or creditor of Enron. This Agreement 
incorporates the entire understanding of the parties with respect to this engagement of Merrill 
Lynch by Enron, and supersedes all previous agreements regarding such engagement, should 
they exist. 


7. Governing Law 

THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRLJED IN 
ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YORR. 
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8. Consent to .Turisdiction and Waiver of Jury Trial 

Enron hereby: (i) consents to personal junsdiclion and service and venue in any court in 
which a claim subject to this Agreement is brought against Meirill Lynch or any other 
Indemnified Party, and (ii) waives all right to trial by jury in any action, proceeding or 
counterclaim (whether based upon contract, tort or otherwise) related to or arising out of the 
engagement of Merrill Lynch pursuant to, or the performance by Merrill -Lynch of the services 
contemplated by, this Agreement. 

Please conFirxn that the foregoing correctly sets forth our agreement by signing and 
returning to Merrill Lynch the enclosed duplicate copy of this Agreement. 

MEPPHT, LYNCH, PIERCE. FENNER & SMITH 

INCORPORATED 

By: • 

Title: 


Agreed and Accepted as of the date written above: 
ENRON CORP. 

By; 

Title; 
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Bargeco Economics 

Bargeco economics are based on a negodated return wiUi Enron. Enrgn agreed to grange a buyer for 
LJM2's equity wifiiln 7 mentis. UM2 Will receive a 15%' annualized return. on its investnent and a 
$350,000 fee. 

Amount Date 
(7.525.000) 6/29/2000 
358,438 1/31/2001 
350,000 1/31/2031 
■ 7,525,000 1/31/2001 
24% 

As of September 30, 2000 LJM2 sold It's equity interest in Bargeco for $3,236,000. 


Expected at Close 
LJM2 investment 
15% tRR at 7 months 
Fes 

R^ayment erf Capital 
iRR 


Rea/rrac/ 
tJM2 ln>^sbTient 
15% IRR at 7 months 
Fee 

Actual vs. projected expenses (est.) 

Repayment of Capital 

IRR 


Pmoml Date 

(7,525,000) 

285.000 10/4/20(K) 

350.000 10/4/2000 
25,000 10/4/2000 

7,525,000 10/4/2000 
37% 
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ENRON RISK ASSESSMENT AND CONTROL 
DEAL APPROVAL SHEET 


DEAL NAME; Nigeria Barges Equity Sell Down 
Counterparty: National Electric Power Authority 
Business Unit: Enron Africa /Pacific /Asia 

Business Unit Originator: Sean Long / Keith Sparks 
□Public 0PrivMe 

□Merchant ^Strategic 

□Confoniring SNonconfoiming 

. Date DASH Complelec; Januay 13, 2000 

RAC Analyst: 

Investment Type: Equity 

Capital Funding Source[s): Balance Sheet 

Expected Closing Date: December 31, 1999 

Expected Fimdhig Date: December 31, 1999 

Board Approval: OPending QReceived nDenied 0N/A 



APPROVAL AMOUNT REQUESTED 


This DASH represents the sale of 90% of the expected three-year cash flows from Enron’ s Nigerian Barge Project for $28 
million. Enron will receive $7 million up-front and $21 million will be seller-financed by Enron via a three-year loan. 


EXPOSURE SUMMARY 

TTiis transaction: NA 

Total $37,987 million* 

Represents Enron net exposure for Phase I after the sale ($44,987 - 7.0 million). fWe are going to loan the spare parts and 
worWng capital (total of $2,740), so the outstanding equity should be reduced by this amount] 


DEALBESCRIPnON 

Enron Africa requests approval for two aspects of the Nsg^an Barge Project: (i) revisions to the original transaction stracture, 
and (ii) the sale of equity of the Nigerian company, which approximates 90% of the project cash flows for the first three years. 

Revisions to Original Structure 

The original DASH dated November 29, 1999 represented the sale of emergency power under a three-year PPA to the National 
Electric Power Authori^ (“NEPA”) of Nigeria. Diuing the final PPA negotiations, NEPA (and the Nigerian Goveniment) 
asked Enrcm to commit fr) to a longer-term PPA and (ii) to convert the barges to natural gas. This resulted in a thirteen year 
and three month PPA that gves Enron the right to tomunate the PPA if the barges are not converted to natural gas wifcin 
fifreen monfiis. Enron has no obligation to convert to natural gas. The gas cotiver^on costs airi resulting economics are 
uncertain at this time. If the barges are not converted to natural gas within fifteen months and NEPA does not grant an 
extension for the conversion, Enron can terminate the PPA and force NEPA (backed by the Nigerian government guarantee) to 
pay a tenniiiation payment that is equivalent to the present value of the remaining capacity payments and minimum-take 
^ergy payments discounted at LIBOR -i- 4% of. The stmetme provides Enron wifii the flexibility to either terminate the PPA 
and receive the tOTiunation payment or renegotiate die terms of the PPA on or before the fifteenth month. 

Iris impormncionotethaithe$31 million letter of credit has na been finalized. The region has indicated that the delay is due 
only to administrative problems and that it should be finalized no later than [date]. 

Sale of Equity in Nigeria Barge Project PFeje ot - GasbElow's 

Ihe Africa region has agreed to sell equity in a - poFiioR of4b e- (^ i ^-flewS ' from the Mgerian Barge Project indirectly to Menill 
Lymch. The primary objectives of the sale are to accelerate earnings recognition into 1999 (i^ioximaldy $12i.5 millitm) and 
to reduce Enron’s capital exposure in Nigeria. Hie equity Enron sold reprints approximately 90% of the project’s fust three- 
year cash flows to a Special Pilose Vehicle (“SPV”) for $28 million. The SPV has a 159^25% debt to equity capi^ 
structure, with $7 million of equity funded by Merrill Lynch mid $21million of debt in the form of an Enron “seller-financed” 
note. Enron received $7 million at closing. The note bears an interest rate of 12%, a term of three years, and monthly 
amortization of $773,010.33 (the first debt savice pajmieBt is scheduled to be in April 2000) and is secured by the equity 
interest in die SPV. Merrill Lynch, the eqmty holder, will receive ail cash in excess of debt service. 

The transacticai is designed such that the equity purchased by the SPV (see teiow) receives approximately 90% of the available 
<^h flows until it has received an amount of $37.5 million (“Trigger Amount”). Hiereafter, the SPE will receive 
approximately 1 % of the project distributions. Merrill Lynch received a $250,000 fee at closing. Assuming the Trigger 
Amount is reached at the end cf three years, Merrill Lynch’s equity return is expected to be 22.5% exclusive of the fee and 
23.9% indusive of the fee. 

The Nigeria project has issued three classes of stock, two preferred and one common. The SPV purchased the Preferred A 
Shares and the ^mmon Shares. Enron owns the Ihefeted B shares. The sumnary below highlight the economic interests 
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RAC Deal Approval Sheet Deal Name: Nigeria Barges 

before and after the Trigger Amount. In each case, the table indicates the distribution rights of each shareholder class after the 
previous class of shareholder has received their percentage share of the distributions 

Stock Class Pre-Trigger Amount Post-Trigger Amount 

Preferred A (SPV) 0.1%ofDS» 0.1%ofDS 

Preferred B (Enron) 9.9% of DS after Pref. A 99.0% of DS after Pref. A 

Common Stock (SPV) 100.0% of DS afterPref. A &B 100.0% of DS after Pref. A &B 

*Distributions, which are limited to net income of the Nigerian company. The excess cash will be loaned to Enron 

Prior to reaching the Trigger Amount, the SPV will receive approximately 90% of the distributions via the Common Stock and 
,1% from the Preferred A stock. After the Trigger Amount, the Enron Preferred B Shares receive approximately 99.0% of the 
distributions and, after the allocation to the Preferred A and Preferred B, the Common Stock receives the residual distributions. 

Enron will maintain control of the board of directors of the prefect company and the SPV. 

TRANSACTION UPSIDES 
None. 

EXIT STRATEGY 


OTHER RAC COMMENTS: 
None. 


Page 2 
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RAC Deal Approval She^ 


Deal Name: Nigeria Barges 


APPROVALS 
RAC Management 
Legal 

Region Originator 
EECC Management 
Region Management 

Enron Capita] Management 
ENE Management 


Name 

Rick Buy or David Gorte 

Yao Apasu 

Sean Long or Keith Sparks 
Larry Izzo or Fred Kelly 

Rebecca McDonald or Jim 
Hughes 

Andy Fastow or Jeff McMahon 
Jeffrey Skilling 


Signature 


Date 
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RAC Deal Approval Sheet Deal Name; Nigeria Barges 

Global Finance Summary (addendum to DASH) 

1. Transaction Summary 

Amount ($000) 

Total Deal/Project Capital Commitment 
Less: Hnancings 

Less: Syndications 

Net Enron Investment 0 


2. Investment terms and pricing: □ Market □ Above Market □ Below Market 

Describe (if necessary): 


3. Flnandng terms and pricing: □ Market □ Above Market □ Below Market 

Describe (if necessary); 


4. Legal or practical liquidity restrictions: □ Unrestricted □ Legally Restricted □Practically 

Restricted 

, Describe (if necessary): 


5. Any recourse to Enron (other than investment): □ Recourse □ No Recourse 

Describe (if any): 


6a. Business unit intent to syndicate: 
Describe (if necessary): 


□ None □ Partial □ All 


6b. Intended Enron bold period: 


6c. Likely Syndication Market: 


□ Industry/Strategic Partner 

□ Direct Private Equity 

□ Capital Markets 

□ JEDIl 

□ JEDI 2 

□ Enserco 

□ LJMlor2 

□ Condor 

□ Other; 

□ Mareaux 


6d. Is this a JEDI 2 “Qualified Investment”? □ Yes □ No 


Global Finance Representative: 


Rob Gay 


Signature 


Name (Printed) Date 

Page 4 
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Dan O. Boyle 

2000 Deals and Accomplishments 


Nigerian Barges 

Successfully closed $28 mm equity sale to ML on 12/30/00. Equity, sold represents 90% of the first three years 
of cash flow from the project, allowing ENE to retain upside relating to long term PPA. Equity.purchased by a 
ML SPV, which was capitalized with $7.0 mm equity contribution and a $21 mm of seller financing. 
Negotiated the terms of equity and seller financing to ac^eve sale treatment, resulting in a before tax gain of 
$12.5 mm. ML staled intention (with commitment) is to sell the. equity position by 6/30/00 but 

business unit not in a position to market ML equity to third party investor by deadline. Negotiated and 
executed the sale of the ML equity to UM, fulfilling obligation to ML.' IJM equity subsequently sold to AES , 
on 9/30/00. Eric Eoyt, Paul Palmer, Ace Roman, Keith Sparks, Ed Essandoh and Martha Braddy were 
instrumental in closing the various stages of the transaction. 

ProjectMacArthiir . • 

Successfully unwound the FAS 125 transaction (cdginally closed in 3/99) via documented auction process. At 
the time of the bid, it was the intent of ENE APACHl to sell its investment in the project to its partner (Tomen) 
prior to the funding of the unwind. Subsequent to the submission of the bid, APACHl was reorganized and die 
sale to Tomen fell through. Given the sequence of events, it was no longer possible to keep the asset from 
touching the ENE balance sheet, however.we. identified a strategy to sell the asset to Whitewing and meet the 
FAS 66 guidclmes. Unfortunately, Whitewing was iuBy utilized at quarter end and the asset was pi^ed on 
balance sheet. The day before the release of the second quarter lOQ, AA raised an issue relating to the asset 
valuation, as determined by the independent appraisal and the bid submitted by ENE APACHl. Worked with 
the independent appraiser to resolve this issue in a matter of hours, avoiding a write off of $1.5 mm and the 
possible reversal of the original gain. Barry Schnapper, Rodney Faldyn, Steve Jemigan and Brain Blakley 
were closely involved in the transaction. 

Blue Dog 

Worked successfully with EE&CC, UM and GE to close the purchase of two EA6 turbines over a ten-day 
period. The transaction gives EE&CC a six month option (1 1/10/00) to purchase the turbines, maintaining 
maximum flexibility for the turbines ultimate disposition. Worked closely with accounting, legal and ENE 
North America to negotiate appropriate assignment provisions in light of conflicting positions of GE and UM. 
Successfully originated “Agency and Development” concept to accommodate “market” liquidated damages 
and finalized negotiations of die option premium and option period with UM. Coordinated with Lisa Bills to 
accommodate schedule for take out of these turbines along with those in , the West LB structure. Big team 
effort involving Trevor Randolf, Rose Engledorf, Lisa Bills, Rodney Faldyn, Ryan Siurek, Michael Hinds, Ace 
Roman as well as EE&CC team. 

Dragon 

Participated in the early stages of the joint venture proposal with Marubeni to purchase power generation 
assets of Sithe Asia and die contribution of Asian power generation assets of JV partners to e^ablish a pan- 
Asian IPP with financial strength necessary to aggregate additional Asian power assets. Worked closely with 
Jeremy Thirsk to evaluate capitel requirements and develop alternative funding structures as the transaction 
evolved. Project started as an evaluation of all assets in APACHl (Diva) but the focus has narrowed to the four 
operating, cash generating assets in the APACHl portfolio. A very significant time commitment fimetioned 
primarily as the liaison between the region and head office, including presentations to senior management of 
APACHl, working with ML and coordination of the engagement of potential lenders (ABN and CFSB). 
Removed from the project.in May with move to CorpMjrate Finance. Enron withdrew from project in 10/00. 
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SK Enron 

Project under development to monetize $278 mm equity investment m SK Enron joint venture and capture 
CTA gain. Objective is to extract as much cash as possible while providing the joint wnture with a two-year 
window to develop the business sufficiently to support an PO. Addifionally, seek to layoff a portion of die 
Korean credit risk via the monetization, initiated meetings with tax and accounting to discuss conceptual 
alternatives for the structure in light of the significant tax and trapped cash issues. Next step hinged on the 
development of a financial model, approved by APACHI and ENE senior management, which accurately 
represents Ite current value and cash generating capacity of the SK Enron joint venture. Removed fran 
project in May with move to CorpOTate Finance. 

Osprey 

Team leader responsible for successful closing of $1.1 billion follow on offering for Osprey. Transaction 
incorporated the sale of an additional $50 mm of equity as well as the marketing and sale of $750 mm, 7.797% . 
and e315 million, 6.’^75% senior secured notes due 2003. DLJ (S tranche) and Deutsche Bank (€ trancte) 
were joint book running managers with CSFB, Lehman and UBS servings as co-managers. Responsible for 
negotiating fees, drafting revisions to offering memo, developing and participating in U.S. and European road 
show, resolving stmetu^ issues primarily related to e tranche, finalizing pricing and execution documents. 
Primary challenge related to incorporating the s tranche into the structure and mediating DU (which was 
acquired by CSFB during the transaction) and Deutsche Bank. Pricing was very tight to the existing Osprey 
notes with a new issue premium of approximately 5 bpts and virtually no additional premium for the 6 
tranche. 

, Worked with Ryan Siurek to develop structure alternative that would permenanily avoid expensing all the deal 
related fees. Due to last minute changes in the documents, the alternative could not provide all of the intended 
benefit, however, our position with AA was modified and we were successful achieving half the original 
intended benefit Total transaction costs of $16.5 mm. Of this amount, $9.0 mm relates to “opportunity 
costs" of die FX hedge. These costs will not be expensed but will be absorbed by the ftiture appreciation of the 
ENE stock held by Condca-. The balance of the deal fees, S7.5 mm, will be amortized over the life of the 
transaction. 

Transaction provided critical liquidity to the Osprey structure and expanded Enron’s funding base by bringing, 
in new European investors. The offering was the last structured transaction off the DU capital markets desk 
and one of the first BBB rated, structured transactions in the Euro market The follow on offering was 
preceded by indepth di«mssions with Deutsche Bank regarding a strurtural enhancement that would ha^ tal^ 
the follow on offering off ENE’s credit by means of an equity derivative. Very strong team effort including 
Trevor Randolf, Ryan Siurek, Julia Chin, Gina Karathanos, Anne Marie Tiller, Brent Vasconceilos 

■EE&CC \ 

Served as the EGF liaison with EE&CC and RAC following Don Herrick’s move to Networks. In addition to 
Blue Ih>g which is discard above, reviewed and cocffdinated the DASH \ FASH appn>%raJs for Blue Gul, 
Bethlehem Steel. EPC m, EPC #64. Wolf Hollow and the Nigerian Barge EPC. Wmked with Gordon 
McKiHop to facility or evaluate several EE&CC projects with UM or into Condor. 


Tammy 

Coordinated one phase of Project Tammy. Initiated discussions with Chase regarding the sale of the minority 
interest in the structure. Coordinated the contribution of the EREC option to Tammy and reriewed the 
debt portfolio to identify appropriate dd>t issues to use in the stnictuie in light of Project Summer, hihented 
the project from Charlie and subsequently returned to Charlie for execution. 
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Campaign 2K 

As part of the yearend monelization effort to generate funds flow, coordinated the effort to evaluate the 
following assets: EREC, Hainan Island cash and recei^^ble, Active Power, Catalytica, Copel, McGarrett A, 
Avici, Networks Limited Partnership interest. Currently in the process of structuring SIQO mm FAS 125 with 
Barclays relating to our equity investments in Catalytica and Avici. Closing scheduledfof 12/1 ]/00. 

Working with Arm Yaegar to close $150 -200 mmn FAS 125 prior. to yearend with Citibank relating to our LP 
interest in Enron Networks Partners. In the event that the Network partnership does not close prior to yearend, 
we are developing a structure to create a “synthetic" partnership that will allow the FAS 125 transaction to 
proceed, achieving mcome statemeit and balance sheet objectives. 

Analyst an d Associate Recruiting 

Finance Team leader under Paula Rieker responsible for analyst recruiting at Texas A&M. Participated in four 
organizational meetings, recruiting training, campus visits with key feculty and staff as well as on campus 
recruiting. In addition, participated in on campus interviews at Thunderbird, one Super Saturday dinner and a 
dinner in College Station to cultivate a relationship with the students that were offered positions. 
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Definitions 

Direct Funds Flow- Usually the direct investinent made by LJM. For example, UM 
invested S30 million of equity in the Backbone fibers orIJM purebred the Calalylica 
125 equity' for S1.8 million. 

Indirect Funds Flow- Any other funds flow that resultai from LJM’s direct investment. 
For example, LJM’s Catalytica 125 eqiiityvvasjoined with S58.2 million of debt so 
Enron received proceeds (total funds flow) of $60 million, but only a portion of that is 
directly attributable to LJM. 

Direct Earnings- Direct earnings to Enron including: gain on sale, interest income 
receivai on seller financing, etc.. For example, Backbone generated a gain on sale of $55 
million. The .seller financing produced $2.7 million of interest income. For Raptor, direct 
earnings is fix>m swaps that have settled. 

Indirect Earnings- Usually earnings taken in previous periods that Enron would not 
have to reverse because a transaction with LJM preserved them. Also includes Enron’s 
participation in upside sharing when the asset is sold by LJM. For example, die sale by 
LJM of the Backbone fibers to a 3^- party generated S21.7 million of upside for Enron 
(the value above and beyond LJM’s agreed upon return). For Raptor, indirect earnings 
are from unsettled swaps. 
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SCHEDULE 1 . 

PAiOTCULARS OF THE COMPAJCS' 


Name: 

Registered eSice: 

Registered aumber: 

Date and place of incorperation: 
Diiectors: 

Sscrelsry: 

Anib-orised sh^e capital: 


EiiioaNigena Barge Ltd 
35 Moloney Sorest, Lagos, Nigeria 

RC. 366.057 

7'^- October 1999, Abuja, Nigeria . 

James Y. Derrick 
James A. Blugbes 
Rebecca A McDonald- . 

Cassandra R. Schultz 
Gbenga Oyebode 

Gbenga Oyebode 

Hi 0,000,000 

1.000 of Kl, 000 each 

5.000 of NI,000 each 
1,000 ofNl,0G0 each- , 


■Issued share capital: 

Prsfemed A shares: 
Preferred B shares; 
Ordinary shares: 
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Q ^ I F F O R D CLIFFORD CHANCE 

ROGERS & WELLS LLP 

CHANCE 200 PARK AVENUE 

NEW YORK NEW YORK 10166 0153 

ROGERS & WELLS 

TEL +1 212 878 8000 
FAX +1 212 878 8375 
www.clif1ordchance.com 

James B. Weidner 

Partner 

DIRECT TEL -^1 21 2 878 8235 
DIRECT FAX +1 212 878 8375 
james.weidner@cliffordchance.com 

April 24, 2002 

BY HAND 

The Honorable Carl Levin 
Chairman 

Permanent Subcommittee on Investigations 
Committee on Governmental Affairs 
United States Senate 
Washington, D.C. 20510-6250 

Dear Mr. Chairman: 

I write on behalf of Merrill Lynch in response to your April 10, 2002 letter requesting information 
and documents relating to Merrill Lynch’s dealings with Enron Corporation. Merrill Lynch 
appreciates this opportunity, and is producing the requested materials to the Subcommittee on a 
voluntary basis. 

Merrill Lynch has invested significant resources in renewing currently available records ' and 
information to respond to the Subcommittee’s requests. The enclosed materials (bates stamped MS 
00001 through MS 21427) represent the majority, or entirety, of materials likely to be identified as 
responsive to a number of the requests. Given time constraints and odier limitations noted below, 
however, Merrill Lynch is continuing the process of identifying and collecting additional responsive 
materials and will produce such materials to the Subcommittee on a rolling basis. In particular, 
damage caused by the September 11 terrorist attacks, as well as technical limitations, has delayed 
full retrieval of archived e-mail communications. Access to a large volume of pre-September 1 1 e- 
mail communications, for example, is simply not possible at this time. 

As requested in your April 10 letter, attached hereto as Exhibit A is a chart detailing Enron-related 
transactions responsive to your requests. Exhibit A provides information regarding specific 
advisory, capital markets, credit facility and proprietary transactions, and also includes a general 
description of the various types of derivatives trades Merrill Lynch engaged in with Enron-related 
entities. 

Finally, we note that we have had several helpful telephone conversations with Bob Roach to clarify 
the scope of some of the requests in order to provide the Subcommittee with the most pertinent 
information at the outset. 

Merrill Lynch’s initial responses to your specific inquiries are set forth below. 


Enclosed herewith are materials (bates stamped MS 00001 through MS 04970) responsive to 
Request #1. Merrill Lynch is continuing its efforts to identify and collect any additional responsive 
materials, and will produce any such materials on a rolling basis. 
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C L I F F 0 R D 
CHANCE 

, ^ CUFFORD CHANCE 

ROGERS & WELLS ROGERS « WELtS LLP 

The Honorable Carl Levin 'E'age 2 

April 24, 2002 

Requests #2 and #3 

Merrill Lynch is in the process of identifying and collecting materials responsive to Requests #2 and 
#3, and will produce such materials as they become available. 

Request #4 

Pursuant to our conversations with Bob Roach, enclosed herewith are materials (bates stamped MS 
04970 through MS 06646, and MS 07273 through MS 21269) responsive to Request #4 relating to 
EBARGE, LLC and the LJM partnerships. 

Request #5 

Documents responsive to Request #5 are enclosed herewith within the materials provided in response 
to Request #4 (bates range MS 07273 through MS 21269). 

Request #6 

Any available documents responsive to Request #6 , are enclosed herewith within the materials 
provided in response to Request #4 (bates range MS 07273 through MS 21269). 

Request #7 

Documents responsive to Request #7 are enclosed herewith within the materials provided in response 
to Request #4 (bates range MS 07273 through MS 21269). Menill Lynch is continuing its efforts to 
identify and collect any additional responsive materials, and will produce any such materials on a 
rolling basis. 

Request #8 

Enclosed herewith are materials (bates stamped MS 06647 through MS 07272) responsive to 
Request #8. Pursuant to our discussions with Bob Roach, these materials have been culled from all 
available Enron-related files maintained by or on behalf of Robert Furst, Schuyler Tilney, Louis 
Chiavacci, and Robert Jones (relationship manager for Enron until 1998). We believe, based upon a 
comparison of these responsive documents with those otherwise available concerning LJM, 
EBARGE and one additional Enron-related transaction, that an omnibus search of all transaction 
files would be unlikely to retrieve any significant amount of additional substantive documents 
responsive to this request. 

Requests #9 and #10 

Documents responsive to Requests #9 and #10 are enclosed herewith within materials provided in 
response to Request #4 (bates range MS 04970 through MS 06646). 

Request #11 

Documents responsive to Request #11 are enclosed herewith within materials provided in response 
to Request #4 ^ates range MS 07273 through MS 21269). Merrill Lynch is continuing its efforts to 
identify and collect any additional responsive materials, and will produce any such materials on a 
rolling basis. 
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Request #12 

Merrill Lynch is in the process of identifying and collecting materials responsive to Request #12, and 
will produce such materials as they become available. 

Finally, you have noted that the Subcommittee staff may seek to interview Merrill Lynch personnel 
after reviewing the enclosed materials. Merrill Lynch will urge both current and former employees 
to cooperate fully with the Subcommittee. Please do not hesitate to contact me should you wish to 
conduct such interviews, or should you have any questions or further requests. 


Respectfully, 



enclosures 
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JOSEPH I LlEBERMAN, CONMECTICU7, CHAIRMAN 

CARL LEVIN MICHIGAN FRED THOMPSON, TENNESSEE 

DANIEL K. AKAKA. HAWAII TED STEVENS, ALASKA 

RICHARD J DURBIN. ILLINOIS SUSAN M. COLLINS, MAINE 

ROBERT G. TORRICELLI. NEW JERSEY GEORGE V. VOINOVICH, OHIO 
MAX ClELAND, GEORGIA PETE V. DOMENICI. NEW MEXICO 

THOMAS R. CARPER, DELAWARE THAO COCHRAN, MISSISSIPPI 

JEAN CABNAMAN.MISSOURI ROBERT F. BENNETT, UTAH 

MARKOAYTON. MINNESOTA JIM BURNING. KENTUCKY 

JOYCE A RECHTSCHAFFEN, STAFF DIRECTOR AND COUNSEL 
HANNAH S. SISTARE. MINORITY STAFF DIRECTOR AND COUNSEL 


lanitEd States Senate 

COMMITTEE ON 
GOVERNMENTAL AFFAIRS 


WASHINGTON, DC 20510-6250 


August 16, 2002 


Mr. G. Kelly Martin 
Senior Vice President 

Merrill Lynch, Pierce, Fenner & Smith, Ihc. 

4 World Financial Center 
250 Vesey Street, 32’'*’ Floor , 

New York, NY 10080 

Dear Mr. Martin: 

Thank you for appearing before the Senate Permanent Subcommittee on Investigations at 
its July 30, 2002, hearing. In the course of questioning, you agreed to provide additional 
information with respect to several matters. In addition, the Subcommittee has a number of 
follow-up questions that it requests you answer. Please provide your responses in writing by 
August 30, 2002. If Merrill Lynch possesses documents or other materials relevant to the issues 
raised below that it has not already produced, please provide them to the Subcommittee with your 
responses. 

1 . Why did Merrill Lynch redomicile Ebarge, LLC in lire Cayman Islands? 

2. Did Ebarge, LLC ever pay any taxes to the United States? If so, how much did it pay? 

Did it ever pay taxes to any other jurisdiction? If so, how much did it pay and to whom? 

3. Did Merrill Lynch conduct a review of the conference call involving, inter alia, Daniel 
Bayly of Merrill Lynch and Andrew Fastow of Enron that occurred in mid-to-late 
December 1999 relating to the Nigerian barge transaction? If so, please provide the 
results of that review and all documents relating to the conference call and Merrill Lynch’s 
review of that call. Please include all documents containing communications to or from 
Mr. Bayly relating to this conference call. 

4. In his deposition, Mr. Bayly described a meeting involving, inter aha, Tom Davis, Mr. 
Bayly, Kathy Zrike, Kevin Cox and Mark Devito that took place in Mr. Davis’ office 
regarding the Nigerian barge transaction. Please provide a list of the participants in that 
meeting, Merrill Lynch’s description of the substance of that meeting, and all documents 
containing any reference to the substance of this meeting, including any communications 
about this meeting by or between Mr. Davis, Mr. Bayly, Ms. Zrike, Mr. Cox or Mr. 

Devito. 

5. Did Merrill Lynch ever investigate whether there were communications in 1998 between 
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anyone at Merrill Lynch and John Olson regarding (a) Enron's complaints about his 
analysis of Enron stock; (b) actions Enron had taken in whole or in part as a result of his 
analysis; (c) the subject matter of the April 18, 1998, memorandum from Rick Gordon and 
Schuyler Tilney to Herb Allison; (d) the fact that Merrill Lynch was denied participation 
(or almost denied participation) in a lucrative deal with Enron solely or in part because of 
his research coverage of Enron; or (c) steps that needed to be taken to make his analysis 
of Enron stock more supportive of Enron? Did any Merrill Lynch employee superior or 
equal to Mr. Olson in rank speak or communicate with Mr. Olson regarding any of these 
issues? If so, please identify the parties to and the substance of those communications? 

6. What was the substance of the call(s) that took place between Mr. Allison and Kenneth 
Lay and/or Jeffrey Skilling relating to the April 18, 1998, memorandum from Mr. Gordon 
and Mr. Tilney to Mr. Allison? 

7. Why did Mr. Olson stop working for Merrill Lynch in 1998? Was his departure in any 
way related to the subject matter of the April 18, 1998, memorandum from Mr. Gordon 
and Mr. Tilney to Mr. Allison? Please provide aU documents related to Mr. Olson’s 
termination. 

8. Did Merrill Lynch seek or obtain a legal opinion from its counsel relating to its role in the 
LJM2 private placement offering or to the LJM2 private placement offering in general? If 
so, please provide a copy of that opinion. If not, why not? 

9. Did anyone at Merrill Lynch contact anyone on the Enron Board of Directors about 
LJM2? If so, what was discussed or communicated? If not, why not? 

10. How many Merrill Lynch stock options did Robert Furst receive during the course of his 
employment at Merrill Lynch, how many did he exercise, when did he exercise them, and 
what was the value of those options at the time of their exercise? 

11. Does Merrill Lynch’s settlement with the New York State Attorney General preclude 
Merrill Lynch from having a research analyst make calls similar to those made by Mr. 
Olson to prospective Enron investors in late April and early June 1998? 

12. Attached please find a copy of an August 8, 2002, New York Times article that describes 
a December 1999 energy transaction between Enron and Merrill Lynch. This transaction 
was not included in the list Merrill Lynch gave the Subcommittee describing Enron/Merrill 
Lynch transactions. With respect to this issue, why did Merrill Lynch not include this 
transaction on the list it provided to the Subcommittee? Are there additional transactions 
between Merrill Lynch and Enron that Merrill Lynch did not include? Please confirm or 
deny the accuracy of the facts presented in the article and please describe the transaction. 
Who were the primary people involved in the transaction on behalf of Merrill Lynch and 
on behalf of Enron? 
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If you have any questions about this request, please contact Tim Henseler at (202) 224- 
9123 (Senator Levin) or Claire Barnard at (202) 224-3721 (Senator Collins). Thank you for your 
response. 


Sincerely, 




Susan Collins 
Ranking Member 


Permanent Subcommittee on Investigations 


d/sC 

Carl Levin 
Chairman 


CL:SC:th 

Enclosure 



2393 


VernerLiipfekt 

BERNHARDMcPHERSON i HAND 

ICHARTEREPI 


901 - ISiH Street, N.W. 
Washington, D.C. 20005-2301 
(202) 371-6000 
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www.vemK.com 


September 13, 2002 

BY HAND 

Timothy Hensler, Esq. 

Permanent Subcommittee on Investigations 
Committee on Governmental Affairs 
United States Senate 
Washington, D.C. 20510-6250 


Dear Mr. Hensler: 

I write on behalf of Merrill Lynch in response to your oral questions on August 16, 2002 arising out 
of the. Subcommittee staffs July 30, -2002 deposition of Dan Bayly. Merrill Lynch is pleased to 
provide the requested information, which is set forth below. 

1. Who was on the DMCC in December 1999? 

In December 1999, certain designated representatives from the following areas within Merrill Lynch 
were eligible to serve as members of the Debt Markets Commitment Committee (the “DMCC ) for 
the Americas Region (the regional committee that reviewed the barge transaction): Investment 
Banking; Corporate Credit; Risk Management; Research; Corporate and Institutional Client Group 
(“CICG”) Counsel; and/or Capital Commitments Management. The individuals eligible in 
December 1999 to act as representatives from each of the above groups in the Americas Region are 
listed in Exhibit A attached hereto. 

We note, however, that the composition of the DMCC group reviewing any given transaction varied 
depending upon the type of transaction at issue. For example, in addition to the areas identified 
above, DMCC review of certain transactions also required the presence of representatives from other 
areas, including the Global Loan Syndicate Group (required for transactions involving loan 
facilities), Sales Management (required for transactions designated by Capital Commitments 
Management), or High Yield Syndicate, Municipal Markets Underwriting or Capital Markets 
(required for transactions in which the sale of certain securities was contemplated). Additionally, 
Capital Commitments Management, in consultation with the Regional Chief Operating Officer (with 
notice to CICG Counsel), may have designated additional senior bankers to act as representatives of 
the Investment Banking Group or Debt Capital Markets Group. The manager of each of the other 
groups listed in Exhibit A also may have designated additional representatives from their respective 
areas. Finally, the senior investment banker or debt originator sponsoring the transaction at issue 
also was required to attend the DMCC meeting. 
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2. How was membership on the DMCC determined? 

Please see response to Question #1 . 


3. How long is a term of membership on the DMCC? 

An individual, once so designated, remains eligible for an indefinite period to serve on the DMCC as 
a representative for his or her respective group within his or her respective geographic region, 
subject to any relevant material changes in employment status. 


4. What were the policies and procedures in 1999 that determined when and why a 
transaction would be submitted to the DMCC for review? 

Generally, the DMCC was responsible for reviewing and approving Merrill Lynch’s participation in 
a number of different types of transactions, including: 

■ commitments to lead manage or co-manage certain public offerings of preferred stock or 
debt securities; 

■ commitments to act as placement agent in connection with certain private placements of 
preferred stock or debt securities; 

■ certain restructuring assignments involving the purchase, sale or exchange of certain 
preferred stock or debt securities; 

* the issuance of forward commitments, including “back stops” and “spread locks” for 
preferred stock or debt securities; and 

■ involvement as arranger, originator, syndicator of, or participant in, any senior loan facilities, 
bridge loans or subordinated loan commitments. 

Even in circumstances where DMCC approval was not required, any representative listed in Exhibit 
A could have specifically requested that the DMCC review and approve a particular transaction. 


5. Is there a Committee similar to the DMCC that reviews equity iovestmenfs? 

Generally speaking, there is no designated committee within Merrill Lynch established to review 
proprietary equity investments. The Equity Commitment Committee (“ECC”), for example, 
generally reviews and approves only Merrill Lynch’s participation in equity s^urities offerings as a 
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global coordinator, lead manager, co-lead manager, co-manager, underwriter, placement agent or 
distributor. 

In most instances, Merrill Lynch proprietary investments are reviewed and approved pursuant to an 
appropriations governance policy that involves (i) the development of an Appropriations Request 
package, (ii) approval from senior management, and (iii) a technical concurrence review by certain 
designated representatives from different areas within Merrill Lynch. Because of the potentially 
lengthy nature of this process, and given, time constraints, the barge transaction was instead reviewed 
by the DMCC, which was occasionally asked to scrutinize proposed non-debt transactions such as 
equity investments structured with bridge-like features. 


6. Brian Hehir is listed as a copy recipient of the April 18, 1998 memorandum from Rick 
Gordon and Schuyler Tilney to Herb Allison (MS 06921). What was Mr. Hehir’s title 
and to whom did he report in 1998? Is he still with Merrill Lynch? If so, in what 
capacity? 

In 1998, Mr. Hehir served as a Managing Director in the Equity Capital Markets Origination group, 
and reported to Michael Ryan. Mr. Hehir remains with Merrill Lynch today, and currently serves as 
a Managing Director and Vice Chairman of Investment Banking. 


7. Who was the head of research at Merrill Lynch from April to June 1998? Is this 
person still an employee of Merrill Lynch? If not, does Merrill Lynch know where this 
person works? 

Andrew Melnick and Rosemary Berkery were co-heads of Merrill Lynch’s Equity Research 
department during the relevant time period. Ms. Berkery presently serves as General Counsel to 
Merrill Lynch & Co. Mr. Melnick is currently employed by Goldman Sachs. 
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20C PARK AVENUE 
NEW YORK NY 10166 0153 

TEL +1 212 878 8000 
FAX +1 212 878 8375 
WWW. cliff ordohance.com 


James B. Weidner 
Partner 

DIRECT TEL +1 212 878 8235 
DIRECT FAX +1 212 878 8375 
james.weidnerOcliffordchance.com 

Sq}tember 13, 2002 

BY HAND 

The Honorable Carl Levin, Chairman 
The Honorable Susan Collins, Ranking Member 
Permanent Subcommittee on Investigations 
Committee on Governmental Affairs 
United States Senate 
Washington, D.C. 20510-6250 


Dear Sir and Madam: 

I write on behalf of Merrill Lynch in response to your letter of August 16, 2002 to G. Kelly Martin 
posing certain follow-up questions arising out of the Subcommittee’s July 30, 2002 hearing 
concerning Enron Corporation. Merrill Lynch welcomes this opportunity to further assist the 
Subcommittee in its investigation. 

The specific responses to your questions, drawn from the best information available to Merrill Lynch 
at this time, are set forth below and reflected in the enclosed documents. (As noted in Merrill 
Lynch’s response of April 24, 2002 to Chairman Levin, damage caused by the September 1 1 terrorist 
attacks, as well as technical limitations, has significantly delayed Merrill Lynch’s ability fully to 
retrieve archived e-mail communications.) Please do not hesitate to contact me should you require 
any additional information or materials. 

1. Why did Merrill Lynch redomicile Ebarge, LLC in the Cayman Islands? 

When Enron approached Merrill Lynch about the barge transaction in December 1999, the proposed 
structure of the transaction, as developed by Enron and its advisors, contemplated that the special 
purpose entity (the “SPE”) established to purchase the equity interest in Enron Nigeria Barge Ltd. 
(ultimately, Ebarge) would be domiciled outside the United States for tax purposes relating to Enron. 
In closing the transaction, Merrill Lynch did not establish Ebarge as a foreign SPE because there was 
not enough time before year-end to complete the required paperwork and to conduct the necessary 
diligence associated with setting up such an entity. With the benefit of additional time, Merrill 
Lynch later was able to follow Enron’s initial proposed structure, and the domicile of Ebarge was 
transferred from Delaware in February 2000. 
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2. Did Ebarge, LLC ever pay any taxes to the United States? If so, how much did it pay? 
Did it ever pay taxes to any other jurisdiction? If so, how much did it pay and to 
whom? 

In determining any tax obligations, Merrill Lynch treated Ebarge, a limited liability company wholly 
owned by ML IBK Positions, Inc. (a United States corporation), as a “flow-through entity.” Thus, 
while Ebarge itself would not have directly paid any taxes in the United States or elsewhere, any 
taxes due on income generated by Ebarge during the period of Merrill Lynch’s ownership interest 
would have been reflected in Merrill Lynch’s consolidated corporate income tax returns filed in the 
United States. 

Merrill Lynch, of course, also paid income taxes in the United States in connection with the gain it 
recognized on the June 2000 sale of its interest in Ebarge. 

3. Did Merrill Lynch conduct a review of the conference call involving, inter alia, Daniel 
Bayly of Merrill Lynch and Andrew Fastow of Enron that occurred in mid-to-late 
December 1999 relating to the Nigerian barge transaction? If so, please provide the 
results of that review and all documents relating to the conference call and Merrill 
Lynch’s review of that call. Please include all documents containing communications 
to or from Mr. Bayly relating to this conference call. 

It appears that individuals from Merrill Lynch and Enron held a conference call on December 23, 
1999 regarding the barge transaction. The primary speakers on the call were Dan Bayly and Andrew 
Fastow, and it appears that Schuyler Tilney, Robert Furst, and Jeffrey McMahon may have been 
passive participants. As Mr. Bayly has explained, he wanted to impress upon Mr. Fastow that 
Merrill Lynch did not typically make this type of investment, and was doing so primarily as an 
accommodation to Enron. He also wanted to confirm that Enron would make every effort to 
facilitate Merrill Lynch’s exit from the investment within a reasonable period. Mr. Fastow expressed 
Enron’s appreciation during the call and said that Enron would attempt to locate a third-party 
investor to replace Merrill Lynch as soon as possible. 

To date, we have located only two documents relating to the conference call. Enclosed is a page 
from Mr. Bayly’s personal calendar (bates stamped MS 24407) indicating the scheduled call. We 
also refer you to the previously produced draft Appropriation Request (bates stamped MS 06508 
through MS 06512), which references the anticipated conference call. 

4. In his deposition, Mr. Bayly described a meeting involving, inter alia . Tom Davis, Mr. 
Bayly, Kathy Zrike, Kevin Cox and Mark DeVito that took place in Mr. Davis’ office 
regarding the Nigerian barge transaction. Please provide a list of the participants in 
that meeting, Merrill Lynch’s description of the substance of that meeting, and all 
documents containing any reference to the substance of this meeting, including any 
communications about this meeting by or between Mr. Davis, Mr. Bayly, Ms. Zrike, 
Mr. Cox or Mr. DeVito. 
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It appears that on December 22, 1999 Tom Davis (then the Executive Vice President in charge of 
Merrill Lynch’s Corporate and Institutional Client Group) met with Mr. Bayly (then global head of 
Merrill Lynch’s Investment Banking Group), Kathy Zrike (counsel to the Investment Banking 
Group), Kevin Cox (chairman of the Debt Markets Commitment Committee, which had reviewed the 
barge transaction), and Mark DeVito (then a senior member in the Debt Capital Markets Group). 
These individuals provided Mr. Davis with their respective views on the barge transaction to assist 
him in deciding whether to approve Merrill Lynch’s equity investment. (Mr. Davis had the authority 
to approve proprietary equity investments up to $10 million.) All in attendance at the meeting 
supported Merrill Lynch’s participation in the transaction, and Mr. Davis granted his approval. 

The only document located to date relating to this meeting is the previously identified page from Mr. 
Bayly’s personal calendar (enclosed herewith and bates stamped MS 24407), which indicates the 
scheduled meeting and expected participants. 

5. Did Merrill Lynch ever investigate whether there were communications in 1998 
between anyone at Merrill Lynch and John Olson regarding (a) Enron’s complaints 
about his analysis of Enron stock; (b) actions Enron had taken in whole or in part as a 
result of his analysis; (c) the subject matter of the April 18, 1998 memorandum from 
Rick Gordon and Schuyler Tilney to Herb Allison; (d) the fact that Merrill Lynch was 
denied participation (or almost denied participation) in a lucrative deal with Enron 
solely or in part because of his research coverage of Enron; or (e) steps that needed to 
be taken to make his analysis of Enron stock more supportive of Enron? Did any 
Merrill Lynch employee superior or equal to Mr. Olson in rank speak or communicate 
with Mr. Olson regarding any of these issues? If so, please identify the parties to and 
the substance of those communications? 

Mr. Olson has recently stated publicly that no individual at Merrill Lynch ever discussed the April 
1 8, 1 998 memorandum with him, and no individual within Merrill Lynch superior or equal to Olson 
in rank, moreover, specifically recalls any discussions with Olson that related to complaints about his 
research coverage of Enron. However, a recently retrieved e-mail communication (enclosed 
herewith and bates stamped MS 24408) seems to indicate that Andrew Melnick, then co-head of 
Merrill Lynch’s equity research department, had a conversation with Olson on or about May 20, 
1998, during which they discussed at least in part Enron-related issues. 

6. What was the substance of the call(s) that took place between Mr. Allison and Kenneth 
Lay and/or Jeffrey Skilling relating to the April 18, 1998 memorandum from Mr. 
Gordon and Mr. Tilney to Mr. Allison? 

Mr. Allison recalls only one conversation with an Enron executive, which he believes occurred 
sometime in April 1998. While Mr. Allison does not recall the substance or specifics of the 
conversation, he is certain that he did not suggest to Enron that he or anyone else at Merrill Lynch 
would attempt to influence the research analyst coverage of Enron’s stock. Mr. Allison further states 
that he never did anything to compromise the integrity or independence of Merrill Lynch’s research 
analyst coverage of Enron’s stock or the stock of any other company. 
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7. Why did Mr. Olson stop working for Merrill Lynch in 1998? Was his departure in any 
way related to the subject matter of the April 18, 1998, memorandum from Mr. 
Gordon and Mr. Tilney to Mr. Allison? Please provide all documents related to Mr. 
Olson’s termination. 

As is often die case with personnel decisions, there were a number of considerations underlying 
Olson’s departure. First, as reflected in the enclosed materials fe.g. , MS 24409, MS 24467), Memll 
I.,ynch in 1998 reorganized and consolidated its coverage of gas industry companies under a single 
analyst as part of an ongoing implementation of cost-cutting and efficiency improvement measures. 
Another consideration informing tire decision to release Olson was his consistent failure to achieve 
recognition in connection with various independent rankings of research analysts. Finally, the 
decision to terminate Olson’s employment was also influenced by critical reviews from colleagues 
and others. For example, as reflected in the enclosed Termination Authorization Form (bates 
stamped MS 24411), Olson maintained “consistently poor relationships with the bankers covering 
his industry,” which “undermined” his effectiveness and therefore Merrill Lynch’s “competitive 
position in the marketplace ... to effectively sell and market its products and services.” 

Enclosed herewdth are all additional materials identified to date (bates stamped MS 24410 through 
MS 24469) relating to Olson’s termination. 

8. Did Merrill Lynch seek or obtain a legal opinion from its counsel relating to its role in 
the LJM2 private placement offering or to the LJM2 private placement offering in general? If 
so, please provide a copy of that opinion. If not, why not? 

As is the normal industry practice with respect to such mandates, Merrill Lynch did not engage legal 
counsel to provide an opinion in connection with its role as the private placement agent for LJM2 
Co-Investment, L.P. 

9. Did anyone at Merrill Lynch contact anyone on the Enron Board of Directors about 
LJM2? If so, what was discussed or communicated? If not, why not? 

As placement agent, Merrill Lynch conducted due diligence in connection with LJM2 tiiat addressed 
a number of issues, including, particularly, the concerns presented by Mr. Fastow’s dual role as 
Enron Chief Financial Officer and managing member of LJM2’s general partner. In addition to 
conferring with the law firms of Vinson & Elkins (Enron’s outside counsel) and Kirkland & Ellis 
(LJM2 counsel), Merrill Lynch consulted with senior members of Enron’s management, including 
Jeffrey Skilling, who at the time was both Chief Operating Officer and a member of Enron’s Board 
of Directors. 

In the course of this due diligence, Merrill Lynch was informed that Enron’s Board had reviewed and 
approved Mr. Fastow’s dual role (and, in so doing, waived the applicable code of conduct). Merrill 
Lynch also participated in separate telephone calls with Enron’s Chief Accounting Officer Richard 
Causey and Mr. Skilling to confirm ^at they understood the structure of LJM2 and Fastow’s 
proposed role. It was apparent to Merrill Lynch that they had spent a great deal of time considering 
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LJM2 matters, and were comfortable with Mr. Fastow’s dual role. As memorialized in a previously 
produced Merrill Lynch memorandum (bates stamped MS 14783 through MS 14784), Mr. Skilling 
told Merrill Lynch the following reasons for Enron’s comfort level: (1) Fastow had no control over 
asset sale deeisions; (2) Causey would review all proposed transactions with LJM2; and (3) the Audit 
Committee of Enron’s Board would receive and review LJM2’s financial statements. 

10. How many Merrill Lynch stock options did Robert Furst receive during the course of 
his employment at Merrill Lynch, how many did he exercise, when did he exercise 
them, and what was the value of those options at the time of their exercise? 

Upon joining Merrill Lynch in July 1999, Mr. Furst received the right to 5,124 imits payable in 
Merrill Lynch stock upon vesting (known as “Restricted Units”) as partial compensation for forfeited 
income from his former employer. Based on the price of Merrill Lynch’s stock at the time, the 
Restricted Units had a value of approximately $200,000. The Units do not fully vest until January 
31,2004. 

For performance year 1999, Mr. Furst received stock-based compensation valued at approximately 
$390,000, including 5,954 Restricted Units valued at approximately $235,000 and 15,870 stock 
options (with a strike price of $43.78) valued at approximately $155,000. The Restricted Units do 
not fully vest until January 31, 2003. Mr. Furst exercised 3,174 of the options in May 2001 when the 
stock price was $68.04 (for a pre-tax gain of approximately $77,000). Of the remaining options, 
3,174 are exercisable but “out of the money,” and 9,522 are not yet exercisable. 

For performance year 2000, Mr. Furst’s stock-based compensation was valued at approximately 
$400,000, including 2,579 Restricted Units valued at approximately $200,000 and 10,315 stock 
options (with a strike price of $77.56) valued at approximately $200,000. The Restricted Units do 
not fully vest until January 31, 2004. While the options fully vested on August 1, 2001, Mr. Furst 
has not exercised any of them, as they are all “out of the money.” 

Mr. Furst did not receive any stock-based compensation for 2001 . 

11. Does Merrill Lynch’s settlement with the New York State Attorney General preclude 
Merrill Lynch from having a research analyst make calls similar to those made by Mr. 
Olson to prospective Enron investors in late April and early June 1998? 

No. While the May 21, 2002 agreement with the New York State Attorney General established a 
new industry standard for research independence and objectivity, it does not preclude research 
analysts from providing information concerning securities offerings to prospective investors, a 
common industry practice. 

12. Attached please find a copy of an August 8, 2002, New York Times article that 
describes a December 1999 energy transaction between Enron and Merrill Lynch. This 
transaction was not included in the list Merrill Lynch gave the Subcommittee 
describing Enron/Merrill Lynch transactions. With respect to this issue, why did 
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CLIFFORD CHANCE US ULP 


C L I F F O R D 
CHANCE 


The Honorable Carl Levin, Chairman ^ 

September 13, 2002 

Merrill Lynch not include this transaction on the list it provided to the Subcommittee? 
Are there additional transactions between Merrill Lynch and Enron that Merrill 
Lynch did not include? Please confirm or deny the accuracy of the facts presented in 
the article and please describe the transaction. Who were the primary people involved 
in the transaction on behalf of Merrill Lynch and on behalf of Enron? 

The fact that Merrill Lynch had engaged in energy derivatives trades with Enron Power Marketing, 
Inc. (“EPMI”) was disclosed to the Subcommittee. The list that Merrill Lynch provided to the 
Subcommittee in response to Chairman Levin’s April 10, 2002 letter to David Komansky set forth in 
a document entitled “Exhibit A” specific advisory, capital markets, credit facility, and proprietary 
transactions. The list also set forth a general description of the various types of derivatives trades 
engaged in with Enron-related entities, including specifically “energy derivative trades” with EPMI. 
The list was provided in response to the request in the second paragraph of the April 1 0 letter and, as 
noted in Merrill Lynch’s April 24 letter response, in accordance with discussions with the 
Subcommittee staff that clarified the scope of the overall requests. 

Merrill Lynch conducted a substantial. energy trading business from mid-1998 until the business was 
sold in January 2001. One of the counterparties in that business - and also a competitor of Merrill 
Lynch - was Enron. The derivatives trades that are the subject of the New York Times article you 
referenced were a part of that business. 

The facts relating to the transactions are as follows. In early December 1999, Clifford Baxter (then 
the Chief Executive Officer of Enron North America) proposed to Dan Gordon (then head of Merrill 
Lynch’s Global Power Trading Group) that EPMI and Merrill Lynch enter into two derivatives 
transactions. Under the first transaction, EPMI would purchase from Merrill Lynch daily call 
options that gave EPMI the right to obtain from Merrill Lynch the difference in dollars between (i) 
the market price of energy in the future as reflected in a designated index, and (ii) strike prices set 
forth in an agreement (financially settled call options). Under the second transaction, Merrill Lynch 
would buy from EPMI daily call options that gave Merrill Lynch the right to obtain the delivery of 
power from EPMI at contractually specified prices. 

Mr. Gordon reviewed the proposed transactions and, with the assistance of Merrill Lynch’s risk 
management team, attempted to assess and quantify the risks to which Merrill Lynch would be 
exposed in connection with them. They concluded that the trading risks were significant. 

Mr. Gordon’s conclusion was confirmed by his superior, Jeff Kronthal, then the head of Merrill 
Lynch’s Global Derivatives Group. Mr. Kronthal believed that in addition to the trading risks 
identified by Mr. Gordon, Merrill Lynch faced significant operational risks should EPMI decide to 
satisfy its obligations through delivery of the output of Enron’s power facilities. Messrs. Gordon and 
Kronthal concluded that Merrill Lynch would need to charge a relatively large premium to 
compensate for these trading and operational risks. (Eventually, Enron agreed to structure the trades, 
consistent with normal market practice, such that there was a $17 million net present value 
difference between the options premiums to be paid by the respective parties over the course of the 
trades in Merrill Lynch’s favor.) 
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September 13, 2002 

Merrill Lynch also was sensitive to the fact that the proposed trades were to take place just prior to 
year-end and would provide Enron with certain accounting benefits. Specifically, Mr. Baxter 
explained that Arthur Andersen had determined that Enron could continue to maintain off-balance 
sheet treatment of certain power facilities by selling the output of those facilities to Merrill I.ynch 
through the call options. Merrill Lynch also understood that &iron would book additional revenue 
as a result of the trades. 

Merrill Lynch engaged in an extensive review and approval process designed to ensure that the 
transactions (1) were legitimate “at-risk” transactions, (2) were fully considered by senior Merrill 
Lynch personnel in every key area, and (3) were known to and approved by senior Enron 
management and Arthur Andersen. 

After Messrs. Gordon and Kronthal consulted with the Merrill Lynch investment bankers primarily 
responsible for the Enron relationship (Rob Furst and Schuyler Tilney), the group agreed that firm 
policy required that the proposed trades be presented to Merrill Lynch’s Special Transactions 
Review Committee (the “STRC”), which was responsible for assessing and approving certain types 
of transactions that may yield a fee to Merrill Lynch of more than $5 million. 

In advance of the STRC meeting, Mr. Gordon, in consultation with the Merrill Lynch lawyers 
covering the Power Trading Group, prepared a memorandum for the STRC summarizing the trades 
and the various issues presented. Specifically, the memorandum indicated (1) the year-end nature of 
the transactions, (2) Arthur Andersen’s approval of the accounting treatment, and (3) the risks to 
Merrill Lynch. 

Several days after receiving the memorandum, the STRC met to review the proposed trades. 
Attendees included Robert McCann (STRC Chairman and Chief Operating Officer of Merrill 
Lynch’s Corporate and Institutional Group) and John McDermott (STRC Secretary and Merrill 
Lynch’s Chief Compliance Officer for the Corporate and Institutional Group), as well as 
representatives from the legal, credit, risk management and business units. 

The STRC discussed the nature of the trades and focused on the proposed accounting benefits to 
Enron. The committee ultimately determined that it would be prudent to proceed with the trades 
only after receiving assurances (1) that senior Enron managers were aware of the transactions (as 
well as the attendant risks and costs) and (2) that Arthur Andersen approved of the proposed 
accounting treatment. 

The STRC obtained these assurances by speaking directly with Richard Causey, Enron’s Chief 
Accounting Officer. Mr. Causey assured the STRC that Enron senior management was fully 
cognizant of the trades and had consulted extensively with Arthur Andersen regarding the accounting 
treatment. Impressed with Causey’s familiarity with the transactions and his openness about the 
benefits to Enron, the STRC approved the trades, subject to receiving a letter from Mr. Causey 
confirming his oral representations. Shortly after the meeting, Mr. Causey sent Merrill Lynch a 
letter representing that “Enron has reviewed the Transactions with its outside auditors Arthur 
Andersen and Arthur Andersen concurs with Enron’s proposed accounting for the fransactions.” 
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In February or March 2000, Mr. Baxter contacted Mr. Gordon to see if he would be willing to 
unwind the trades. Mr. Gordon said that he was willing to do so, but only if EPMI then paid a 
significant portion of the differential to Merrill Lynch that was embedded in the options premiums 
over the life of the transactions. Mr. Baxter declined the offer. By June 2000, Merrill Lyneh’s 
mark-to-market profit on the trades had increased by more than $2 million, and Mr. Baxter once 
again contacted Mr. Gordon to ask if he would terminate the transactions. This time, Messrs. 
Gordon and Baxter were able to reach agreement on a termination differential of $8.5 million. 

Finally, Merrill Lynch believes there was nothing improper about the transactions, nor was there any 
pre-arrangement to cancel them. As to the latter issue, the negotiations that occurred in the first 
quarter of 2000 - when no agreement could be reached concerning termination - confirm that there 
was no such pre-arrangement. To the extent that anything appearing in the New York Times article 
is inconsistent with the facts set forth in this letter, Merrill Lynch stands by the statements contained 
herein. 


Respectfully, 



James B. Weidner 


enclosures 


NYA 558851.1 




MS 24407 



2406 


Unknown 


From: 

Sent: 

To: 

Subject: 


Olson, John (RSCH-HOU) 
Friday, May 22, 1998 3:13 PM 
Meintck, Andrew (RSCH) 

Last Wednesday's Events 


Andy, I was so stunned at your decision of Wednesday that I still feel bewildered at exactly where I have transgressed so 
badly in this Enron situation. I have taken the liberty of asking Ken Lay, Chairman and CEO of Enron Corporation to call 
you for no other reason but to tell you that I have made no "snide* remarks about Enron and/or 
its management team—recently or ever. Any reading of my last dozen reports on Enron wit! show you we have either 
been neutral or occasionally positive on the stock. We were right. ENE delivered a 15.5% average annual total return for 
the past five years. The market delivered 20.8%; and our recommendations delivered 22% to 40% annually (e.g. 
Williams). This has been an entirely professional relationship. I do not know where you are getting the information to 
have made this judgement about me: but I can only regret it. 

As lo my middle-of-the-road marketing rankings, I would urge you to remember that gas companies are not computer 
companies; and unfortunately they do not have the high profiles that we all want. When you find my replacement, it 
would be good of you to keep this in perspective. 

One final problem. On the prior Friday, I had gone out and closed on my wife's dream house, never expecting the turn of 
events that came on last Wednesday. Had ! known this was coming, I never would have closed on this house. We will be 
forced to put it back on the market immediately: and we will be lucky to sell it at what we paid for it. 

The brokerage commission alone ran $103,500— which is what I v/ill be out when the house sells. Could you be good 
enough to consider whether you can raise my exit settlement from $400,000 to $500,000 so as to mitigate this calamity? 
Obviously, my wife and I would be very grealful. Otherwise, I will be in touch with Linda G. next week. Thanks and 
regards, John Olson 
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Merrill Lynch 


IVi^lKlO 


T<k U.S. Fundamental Equity Research, Sales, Trading and Investment Banking 
From Startfey Rubin and Margo Vignola 
Date: 09/05/2030 
Re: Donato Eassey 


We are pleased to announce that Donato Eassey our number 2 ranked Institutional Investor analyst (#1 
in Greenwich) in Natural Gas Distributors will be assuming full coverage of the distributors, pipelines 
and integrated companies. In this endeavor, Donato will manage a team of analysts, including 
Rebecca FollcwiD, Molly Ladd and Stephanie Joe. Donato and his team v/ill continue to be based in 
Houston. John Olson who provided coverage on the pipelines and major integrateds has left Merrill 
Lynch to join another company in the region. Donato will resume coverage of John Olson’s companies 
in a short amount of lime. We wish all the best in these new endeavors. 


• Page 1 
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inieroTiice 

Memorandum 



Meriill Lynch 


To; 

Margot Letfler 


Human Resources, ML&Co 

From; 

Susan Prel^ 


Global . Sec^i^A^Research 


5-15-98 1 


RE: Attached TAP 
1 li, Margot- 

Lmda asked me to put together the attached TAP because Andy is going to Houston on Tuesday and 
wants to take the A&R wth him. I apologize for the last minute request.. 

John will be 56 in July; he currently earns $175,000. Under the policy, he is entitled to 9 weeks’ 
basic severance, or 1 8 with signature. In addition. Research wishes him to receive a one-time only 
payment of $200,000 (representing 50% of Ms 1997 bonus). He received a slock grant of $125,000 
in 1997, $100,000 in 1996, $80,000 in 1995 and $60,000 in 1994. 

Do you think we can get this done in time? 
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JOHN OLSON 

EiBpioyei Name 


(REVISEB) 

TERMINATION AUTHORIZATION FORM (Jan-98) 

06871 

Easpicyci: Nwiixr 




9/28/92 6/26/98 8/31/98 10/30/98 J/Jm 

Emptoyroent Date Tennmaaoa Date SBCStartDsle Standard Polj^ SBC ' Traremon Policy SBC 

O^oposcd) (Proposed) End Date (Propojeci) End Dale (Piopoacd) 

GLOBAL SECUMTIES RESEARCH SR, SFECIALIST/FVP 98 

Groap/Dq>artmcBt Position TSUe Grade/Band 

REASON FOR l•'£U^j3NATIC^i ....... S 

la ihe space belo)v, state aU fectots involved in your decision to tenniaate this employee. Specify tvby this panicalar person is beia 
selected for sal^ and beaefis eoQdn'uation (SBC). Describe deficienci^ in the employee’s performance and make comparisons t 
other onplt^ee who perform similar work. 

John Olsoa was hired in 1 992 to be the Senior Fundamental Equities Research analyst for the Nstural Gas industry. John is based i 
Houston. In his role as &e senior most analyst in hb industry segment, one of hia most important responsibilities is to develop solic 
productive end cordial relationships with the internal and external clienis of Menill Lynch, In his tenure with the Finn, John has ha 
coasistenfly poor rclartonships with the bankers covering his indtistry. Because he does not have good working relationships wa 
banking, his effectiveness is ondermined. He has not, for instance, been ranked in /nsh'ra?ii»m/ Investor for some rime. The j^salt j 
that be caaaot represent Merrill Lynch nor provide the firm with the competitive positron in the marketplace il requires to cffectiveh 
sell and ma'-ket its products and services. 

We are leqtresting approval to job eluninate Jotm. Research will not replace him; the senior posMoa will he mamtained by a seaie 
eaalvst cuiycntly covering part of the same industry. Ajtmior will be hired to support the oflser senior analyst. 

We are recommending outplacement services for John. 


Linda Gausney . 

MwisgcftrisineCftTOtortype) Mansserj Signature Date 


Nexl-Level Manager's Name Ncxi-Levei Manager’s Dale 

(p^roriype) Signaruie 

Ma^ot Leffler 

Haisan Rc5cr>rocs P^ptcscniatiYi's IJunjini siaoujcw DstcApjitnved 

Name Quint « lypc) , Reprss^ojaQvs’S Signature 

Terry Kassel ' _ 

Huinan Resources Couasefs Name Huiaoft ResourcesCounicl'i DatcApproved 

Q*iiUCT type) • Sign^uia 


Acrrctncnl and Btleaser Human Resources JtepiesentaJtvc’s Signature 

Q aarfDcdotbtc 

D nfred iu>d attucbcd 


TERMINATION Termination Date 

VERinCATION 
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JOHN OLSON 0(5871 

ErapIoywNsac Emproyce ' 

9/28/92 _ 6/26/98 ^9/95 8/28/98 10/30/98 

Empfoymcnitoe Tcrmlnaiion Dale S^StartDatc bandanf Policy ' T^aon PolicTsBlT' 

O’ropowtj) <Propo3«J) End Date (Pic.pojc<J) EtkJ Das OTcposEd) 

GLOBAi SECURITIES RESEARCH SR. SPECtALIST/FVP 98 

dfoupAtepannicnt PosiUonTllk (TracU^and 

REASON FOR TSRMINATIOH 

M space below, slate rf! factors kvolved in your decision to terminate this employee. Specify why ibis particular persoo is be 
selected for salary ziad benefits cootinuatioo (SBC). Describe deficiencies in the employee's performance and m^e comparisdoi 
other employee who perform similar woA. x 

Jdin OlsoR was hired in 1992 to be Ihe Senior Fundamental Eqoidcs Research analyst for the Natural Gas mdustry. John b basec 
Houston, la his role as the senior most analyst in his industry segmeat, one of his most faipoitant responsibilities is lo develop so' 
productive and cordial relationships with the imemal and extemai clients of MerriirLyach. In his tenure with the Firm, John has I 
consistently poor relationships with the bankers covering his indoslry. Because he docs not have good working relationships v, 
banking. Ms effectiveness is undennirted. He has not, for instance, been ranked in ImtitvuonaJ Investor for some Sme. The resuJ 
that he cannot represent Merrill Lynch cor provide the firm with die competitive position in the marketplace it requires to effcctiv. 
sell and market its products aid services. 

Wc ore requesting approval to job ejimlnate John. Research will not replace him; the senior poshion will be roaiotained by a sen 
analyst currently covering part of the same industry. A junior will be hired to support the other senior analyst 

We are recrsnmeQdmg outplacement services for John. 


Linda Gausney 



Managerh Nimc {pri<a c< x/fc) _ 

/ yAIapagors Signaiy/h 1/ 

Date 

Hcxt-lxvci Maoigers Nan>e 

&rioiKiypa> 

t^xt'Lcvti Manage/s 

Sigeafure 

Dale 

Margot LefDer 



Humsn Resources Rcprcscntelivo's 

N&nio (pcinl or Upc) 

Hufnaa Raaourecs 

RcprcseaiatJvc’s Signature 

Daw Approved 

Terry Kassel 



tiuinfii Rcsc»Tces Counset'j Na/nc 
{pint Of type) 

Human Rex«bcc 3 Counsel’s 

Signature 

Date Approved 

TERMINATION Tcrminaiion Date 

VERIFiCArrON ' 

Agrteroeaf acd Rrleajri Human Resouit 

0 ' 

0 uivX nttacltca 

u:$ Rrprcsfnucivc’s Signarurc 

MS 24412 



2411 



MerTll! Lynch 


Registration Depanraent - 

Office of General Counsel 

1 00 Church Street 
12lh Floor 

New York. New York 10080-6512 
212 602-8475 
FAX 212 602-6945 


September 9, 1998 


John E. Olson 
3448 Overbrook 
Houston TX 77027 

Dear Mr Olson: 

Enclosed please find a copy of Form U5 which has been submitted to the appropriate 
regulatory agencies on your behalf. 

Should you have any questions regarding this form, kindly call the contact person 
indicated on the bottom of this form. 

Sincerely, 

Michael Halecky 
Manager 

MH/jh 

Enc. 
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hUHM U-b 

UNIFORM TERMINATION NOTICE FOR SECURITIES INDUSTRY REGISTRATION 

Only iten:s 13-15 maybe amended. To amend, complete only Items 1-^ and the item{s) being amended. 



LAST NAME jR/SS.eic. 

FIRST NAME 

MIDDLE NAME (SpaciiY it none) 

(D cap. 





NF.. 



- D r 


see SfO . • A J - 


Firm name 



0 cap t J ! t . 

_yrcr» 

- .r - C - - . 


- - A ' - 

0 

FIRM MAIN ADDRESS STREET 

- - 3 

- _ ' : r 

' ' 1 L - ; . 


BRANCH 1 D • 1 7 -, OFFICE OF EMPLOVMENT ADDRESS STREcl 

■. 0 - 5 ;; iTiorU -inz..;!--! '.crtr 

7iAr--;t'' "iDjr 



It itiis IS a rnultiple letminalion wun one or mote lirms unDet 

-ommon ownership or control will 

the firm named in item 3 above, lie 

all firm CRD numbers and the [.mn name! si. 



Namp ril Fit 





i F'lim CRD » 

^ ^ 

S3. Full Termination (skip item 10) Cj Partial Termination (If partial termination, check appropriate box(es) in item 10) 



TO BE TERMINATED WITH THE FOLLOWING; 









m 

□ 

ASE 

D 

BSE 



□ 

MSE 


□ 

□ 

NYSE 

0 

n 

n 




I 

CSCE 



PSE 

OTHER tSoeciryl 




□ 

Q 

AR 

□ 

□ 

CA 

□ 

□ 

S □ 

□ 

OE 

□ 

□ 

□ 

□ 


1 

□ 

□ 

□ 

□ 

KS 

□ 

□ 

□ 

□ 

□ 

ME 

□ 

□ 

□ 

□ 


1 

.□ 

□ 

□ 

NO 

□ 

□ 

w 

□ 

□ 

□ 

□ 

□ 

. OK '■ 

n 

' OR 

□ 

■ 

1 

□ 

□ 

□ 

SD 

□ 

□ 

□ 

□ 

□ 

□ 

□ 

□ 

n 

□ 

< 

r 


-0 

/2c/ 9 

IComptete date of termination is 

equiredfor full or partial termination.) 


! 




Month/ 

u*y . ■ eai 












REASON FOR TERMINATION 

(Check one) 










(Zj Voluntary 

□ 

Deceased 

* [j Permitted to Resign 

ion crt s -. --f * 


Discharged 

' CD Other 































Complete Items 13-15 and signature block on reverse side. 
Incomplete forms mill be returned. 
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FORM U-5 

UNIFORM TEfiMlNATiON NOTICE FOR SECUF.rFIES INDUSTRY REGISTRATION 



REFER rO THE SXPIANA7SQH OF TEHMS SECnON Of FCRIS U-5 INSTRUCTIONS FOR eXPLANAVOHS OF ITALCI ZED 


Whig etiu*)yei i*f or assccated with yo'T &m was :he indrviSgsl invofrwf in any iHsciplinsry srtloni^ sdcfnesn: &f lofsigri govemme^a! body of sf# /fjuisfniy 
CSC3 waffon (oifwf ifian ihoss designaiad as a 'mmor nJe vk^lm' under a ptan approved by ihs U.S. Sscurliss and Exchjr^ Commissioni wiih wnsdicscn over 


138" (1) In conreciior. with events ihai ocoitred while i 
(a) namedaassspondsnt/dafenajminjn; 


e indiv'dual was employed or associated with yojr firm, was the individijai: 

/sslment-iel 3 teii. consumer'iniliaisd arbiitatien cf civil Kpgaiion which glisqed ‘ha !h* ijTdr/ichjalwas «ycA«Jsr 
-ac'icevroMonsandwhich: 
ii] sstiBpeoding.o!! 

Sn) tesuited n an atniraron award or civ« jodgiTseni acams! ilw IrrsivKSHl. fsgarcless cs amiount, oc 
iiti) svassehiedlor anarroiiot o! $10,003 at rrors, 

•CR- 

(o) Hie Subject o! an loves'mjnf-rs/afed, consumer-inibatec, wrinsn complaint, r.oi otherwise reporteiJ under pitestion 13B(iXaKi-'ii) above. wWch aleged ihal 
iha ifidividual was i/ivo'vedinorie or more sa.'es prairnce wolarcns, and which complain- was serted lor ana.miniotSlO.C'OOaf mote? 

12! h cofweaion vath evems that ocoined while Sie Wividsi^ was emp'oyed by et associalNl ‘vnUt ycut Rrni. tui tor a period not io exited mest tecertt 
rws.nty-lffiit {24! monihs ot empioymjn!, was !!■» inflividiral ne subject oi an invssanefil-is^sled, ccnsumaf-Wliated. wri^sn complaint, riot oSiewiss lepculed 
under riuestianiSS {t! alxws.w^h: 

la) aSeeed thai the individual was fnvph’ed in we or we sales sracftce vioisiions and contawed a idaih tor con^jensatcry damans ^S5, 000 or more fit nc 
damage amount is iiipoeri. ns compisirt mus: be repoded unless ihe lirm has wade a good faith dete.-rnriaiion ihat the damages ttom the ailegssJ 
comtocl would be less ihart $5,000), 


>€Si»3 ! 

< — jjt"*’! ; 


2 i 


-OR- 


or corrverston of 'unds or secunSes? 


ib) aitegsd ihat the todwsJua! was invahed r. iorgsry, ihefl irssapftopr 
13G tMiile (snptoyed oy or jssociaied wish ycur liim, was the irvSvii&ai: 

U! cor.vfcted oU'r slid the inoividta! ptead guilty or noto conlendere fc® contssO in a domestic, or iDrcigrj or militsry court to; 

(a) any 'stony, OR 

;b) a?r55cferiwaOTinvDh-mg.inv€$Tmerttocrartfflvesfcnenh.'e?s;edbusin3ss,ffany!f®d.fat3Ssl3tefh6ntsormsste.wrofi9fuIlaiar!go(properi>',&nb&ry, 

perjaiy, lorgery. counterfeiting, exioiliQn,or a conSE*taey lo cornriiii any ol ftese cHenses? 

(5) cfaigadwiihany tefony-or-cftar^vnih a irtsdemeencr specified Jb *30 

14 Curreniiy is, ot a! sermnaiicn was. the irtoivic&* the subjKt «l an mesugatmot pmceedmby a contests or tore^n govsrrwental body or seX-wgiiatory 
efgamyai,wi wtl'. [urtsdictionovst «vesrmen:>/s/st«) businesses? 

15 Cu/rsniv is, cra!erm!na!ie.n was. the Wivtdualundarmternal review lor itaudorwrorigful ladr«jo‘pfcperty. Of violating investmsnl-tslaiedstartiles.reguiaSpns, 

rules or induKty standards dconaic;? .j 

You msv only cerTify to the accuracy and ctorrpleteness ot ihe disclosure informalion in the individiafs tiiei! it has been fully provided In OR? lOTot. H 
CR?(si ate rot onlile, do nol answer these certificifion boxes, F^otide Suli dsftits sS ai| mafiers cm ORP-SIs). AH apprc^nate quesiio^ rn iferes i3-l5 above 
must te answered, regartfiess cf whether the certification is being utilized. Reler lo the instructions on the insidB oovst at the Fone U-5 tor addibor-al 
infonnation on the utilization of the certification language. 

16 IhisssiOcertifyyiaiOBtaSS'elalmgiothejCcvsanswerstOitsmsiS. Hot t5ttayet)eeripreviogslyiepottsdon4mendmeits» FoimU--iorFomU-5Medcn 
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bbil 


;A) Ttere ss no sdeSSonai InformoSon to be /eporteci at tMs limo 
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JOSEPH I. UEBERMAN, CONNECTICUT. CHAIRMAN 


CARE LEVIN, MICHIGAN 

RICHARD J. DURBIN, ILLINOIS 
R08EBT G. TORRICELLI, NEWJERSET 
MAX CLELAND, GEORGIA 
TXOMASa CARPER, DELAWARE 
JEAN CARNAHAN, MISSOURI 
MARK DAYTON, MINNESOTA 


FRED THOMPSON, TENNESSEE 
TED STEVENS, ALASKA 
SUSAN M COLLINS, MAINE 
GEORGE V. VOINOVCH. OHIO 
THAD COCHRAN. MSSISSIPPI 
nOBERTf BENNETT.UTAH 
JIM SUNNING. KENTUCKY 
PETER C. FITZGERALD. ILLINOIS 


JOYCE A. RECHTSCHAFFEN, STAFF DIRECTOR AND COUNSEL 
RICHARD A. HERTLING, MINORITY STAFF DIRECTOR 


lanited States Ornate 

COMMITTEE ON 
GOVERNMENTAL AFFAIRS 


WASHINGTON, DC 20510-6250 


October 18, 2002 


John Merrigan, Esq. 

Piper Rudnick LLP 
901 15th Street, N.W. 

Washington, DC 20005-2301 

Dear Mr. Merrigan: 

We are in receipt of your letter dated September 1 3, 2002, written on behalf of your client 
Merrill Lynch. Based upon the responses you have provided, the Subcommittee has some 
additional questions we request your client respond to in writing by November 1, 2002. If 
Merrill Lynch possesses documents or other materials relevant to the issues raised below that it 
has not already produced, please provide-them to the Subcommittee with your responses. 

1 . Please list the individuals on the Debt Markets Capital Committee (DMCC) that reviewed 
the proposed Nigerian Barge transaction between Enron and Merrill Lynch. Please 
describe how and when the DMCC convened to consider the proposed Nigerian barge 
transaction, and provide any minutes, notes or other documents relating to or resulting 
from those meetings or discussions. Please describe what was discussed at each meeting 
or discussion that addressed the Nigerian barge transaction. Please identify all 
individuals who attended and/or participated in those meetings or discussions (regardless 
of whether the individual was on the DMCC or not). Has Merrill Lynch conducted a 
search of the records, files or computers of each of these individuals to determine if they 
possess documents responsive to the Subcommittee subpoena? If so, please describe 
those efforts. Have all such responsive documents been produced? 

2. Attached is a Merrill Lynch appropriations document relating to the Nigerian barge 
transaction between Merrill Lynch and Enron, Bates-stamped MS 05330-34. In whose 
records, files or computer was this document located? If a similar appropriations 
document was found in the records, files or computers of more than one individual, 
please list these individuals and produce these documents. Please identify the 
handwriting contained on Bates number MS 05332. 

3. In response to a question relating to whether or not there exists a committee similar to the 
DMCC that reviews equity investments, you note in your September 13, 2002 letter that: 

Because of the potentially lengthy nature of [an appropriations governance] 
process, and given time constraints, the barge transaction was reviewed by the 
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DMCC, which was occasionally asked to scrutinize proposed non-debt 
transactions such as equity investments structured with bridge-like features. 

How many other times in 1998, 1999, and 2000 did the DMCC scrutinize “proposed non- 
debt transactions”? What were the “bridge-like features” of the Nigerian barge 
transaction you mention in your letter? How many other times in 1998, 1999, and 2000 
did the DMCC scrutinize equity investments structured with “bridge-like features”? 

If you have any questions about these requests, please contact Tim Henseler at (202) 224- 
9123 (Senator Levin) or Claire Barnard at (202) 224-3721 (Senator Collins). Thank you for your 
responses. 


Sincerely, 


Susan Collins, Ranking Republican Carl Levin, Chairman 

Permanent Subcommittee on Investigations 


CL:SC:th 

Enclosure 
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APPROPRIATION REQUESI^OVER PAGE 

(S in Thocts«nds) 

Management Unit: CiCQ Project Name: Enron Nigenan Barge 

^-£qufty 

Group: IBK Pinsneiai Commitment: $ 7 Million 

Project Start /Rnish: Needs to CIcss by 12/31/99- 

Takeout by 6/30/00 

EXECUTIVE SUMMAJtY 

EBtiQr: 

Facility: 

Reqocat 

Expected {tetinp 
(Moody't/SiiP): 

Materity: 

Uie ofPrecteds: 


ladependeat Auditors: 
Compxsy Coaueh 
Uederwrltar Coeuei: 
F«*: 


Itn. Feecarck Coverage: 

Jeff McMahon, EYP and Treasurer of Enron Carp, has asked ML to purchase S7MM of equity in a 
ipcciaJ purpose vehicle that \»aU allow Earoa Corp. to book SI2MM of earnings. Enron must close this 
transaction by 12/3 1^. Eaina « viewing this ttinsaaioa iS ft bridge to permaneat equiy and flicy have 
assured us that we Vi'iH be ta ken out of our investment within six months. The im'esnneat would have a 
maximum 22-5% rctam. 

Enron vdli have 3 huge mounted power plants in service by February 2flD0 in Nigeria. The first 3 years 
of cash Qowb projected to be53S imUioo from the Nigerian govenunenL Enron wartts to sell the fSm 3 
yeart of cash now for S2SMM. They propose to do this by having ML esablish a U.S. special purpose 
«uty (the SPE^ owned by Menill Lynch. The SPE will be capitafijjed by our S7MM revestment an’d a 
niMM non-recourse loan from Enron Coqj which will then purchase non*voting common stodc in Ae 
uronm^idiaprAato^^ the barges. Enron win have a totaj investment of $4^ MM in the project 
amt am active negotiarions wnh several equity iavestora, including Marebeal However, they are not 
mIc to close Ae tiaasactioa wiA a long-term holder by ycar^ad. Enron will .‘“acilitaie our exit from the 
nnszenotnnA Aifd party investors. Dan Bayly will have a conference call whfa senior tnanagemeat of 
Enron contiruung Aix commitment to guaranq^ Ae ML takeout within six months. 

Earen hw stnmgly requested ML to enter into Ais tranMCtioa. Enron has paid ML approximately S40 
muiion in fca a 1999 and is oqxcted to do so " gw?" ia 2000. 


Specia] Ftapose Vehicle 
$7.0 MDIioB Equity 
S7.0Mmion‘ 

B-,B3 

Lssx than six months 

To ptuebase common and prefeted equity in c Nigerian 
Barge Co., tndrreedy owned by Enron Coqi. 

Claiiag by year cud 1 99P. 

NA 

Vincent ii 
NA 

Proposed £Z50,000 plus 12 per aaoum or a Rn 32.2% 
ressa per annum. 

Leo J. Kabcr 


MS 05330 
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S Herrin Iiynch 


APPROPRIATION REQUEST APPROVALS 


MAnagement UrUt:. CtCG 


Project Name; Enron Nigerian Bargs 
Financial Commitment: $7 mUOori 


SPONSOR: 


Origmatot: ______ 

Rot) Fumt 

Mcmi. UnK CoriboUer: 

Mgmt Unit Head: 

Group Financs Director: 

Group EVP; 


Other Revlewa Corporate Approvals 

Debt Markets Capita 

Contmiase; . Chesf Finanaal Officer: 

Groi,^2/0ats 

Peer Project Review: Execjfve Committee; 

"Datti ^ 

Audit and Ftnancs 
Cemmir.ee; 

Data Approved; 0,her. 
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Tnuianmn Siniclm: 


kfW UA Ao C 

^ ^ . w ”■■ 

Appendix ^ua. maL - 

L PRQfQSXBCORp'^re^CnJ^ 
i-^yj. jKAl-- 

Piada»eEqdyQ)au2i u noa S-7J)OMniio& 

AcquiriaoatoM(ftDa£atmto^V) 7t.00 MnBoa 

Toni Putdvse Pries C 2 . 00 Mmiats 

Buis: 23% Imout Rue efRewra on inveied e^rt/ for Ptsrrfiiw. 

Aojuiriuon Lo«a Tease 12K Rss . 24 Mo^ Tens, Amuiilzuloa to be A yeaJ 

Lou seond by PuzchaB*s istens is the B 1 J 5 & Projea Osiy 

Shersholder Stru rag g 

Tbere w?C be rinse rWn)*^ of stock two p t Ue tt ai «ai sag cacBm ea. Tbs Puf fb^wr wili ptc rbmr foe IV s fen e d A 
Shves isd tbe CoBusoa “SbarB. £a(ss will own foe P reiencd B Shires. Tbe sumnury below indiraim foe ^ ^ ^ 

economic imertss belora ad ifta- foe Trissa- In ”f* case, the table r^th Flow rights of cich 

thareholderdaistjlerthepxviottscisa ahsreholderfaasrcceivedfoeir percooageshsreoffoeCish Flow. C 



Stock Cim 

Prtfened A (Punfosser) 
Ptsfoered B. (Esroa) 
CommoB Stock ^urchuer) 


E co oo m ic Imscst (Percesu of Cash Flow (**CF^ 
Prg Trirgcr Pate 

e.lHofCT 

9.5% ofCTAlto ?rtf A 
100J»5 ofCF AfterfzefA&B 


Pon Triner Date 
O.I%ofCF 

99.0% ofCF After Pref A 
100d30% of CT After Pref A&B 


Before the Tncger Dae. foe Purchasr is expected to recewe ippraihrarely 90t« of foe Cash Flaw via foe Cormnoa 
Slock ^ a amall perc aia tc from for P re fau d A. After the Trijrcr D*tt. foe EaroiT Prtfeirtd B Shifts receive 
approzzoAiciy 99.0% efthe Cash FIbw baiI after (Ssirtbuiioa to the Preferred A and Preferred B, the Common 
weaves the rssiduil disttfrnaioa r<n>. Ft/w 






T N\|ril« 

fewHeUiaif 


FPA(l) 


31 


hwpfiaidl^ 


^MOadOAM 

Couna 




A*C,S 


ThM Fmjr 
SFV . 

[ asK 

n 

Ici^or 

fh- 

I- 1 



rri-rtlA 


h «ftjna A A B 


, oar 

Maati 


* 

EBnaNIftrta 

»A(I) . 

Ufa Sue. 

L j 

Baqplid. 

► 



.] 







fC^J. £" l/jj CVcJvj 
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TIMEUKE 

(I) PPA is betwesa Eareo Wgcria Power Holding Ltd aad the Ugw Stas of l^gcm. Subsequeady, it rights 

to the PPA senvides oaiy) <rs zistgncd to Eoren Nigeria Bifge Holding iid. Wbi^ ia nm 
the rights to Enron Ntgerie Barge Ltd. 

C2) EcfoQ Nigerian Barge Lid. AAB Preferred and Connoa Shires are Issued lo Eoren Barge Holding Ltd. 

(3) Prefested A Shares tad Commao are sold from Earoa Nigeria Barge Holding lid. Ti a third parry who 
assumes true equz? risk iavolved widi the Esran Nigeria Barge Ltd 

IL BARGE PROJECT ECONOMIC SUMMARY 

Cast Stunmanr fUS SOOO) 


Power fiarga 

SZ3.000 

Barge Upgrades and Onshore Cost 

15.SOO 

- Total EPC 

40.SOO 

Mobllliariott 

1.014 

Development Costs 

WOO 

Working capita! and Spares 

2,119 

Coaringescy . 

ISI 

Tool Costs 

S42,6J4 


Pfoiesrion of 90% of Net Cash Flow (US S00Q1 

Year 2000 Year 2001 Year 2002 Yeir2D03 TecaJ 

S9,123 ^S12^62 S13,70fi S3.410 05,691 

The W5.S ralUIoa project cosu arc to he paid by Enron. The act cash fiow prcjecicd over the three year Phase I 
project IHe is S44.i mlilloa, and d90*A of the three year flow is S39.7 mlUIoa. 

It is die cUEsdoQ of Enron a pnvide a the Investor loonihly distributions of net cash How, and a hive an £n.*on 
iffiliaie firoyide up a 7J% of saner flnancad driK. “nie pnipascd debt period is duw y«n with an interest me of 
12%peryev. 

rCL ENRON OVERVIEW 

Merrill Ljmrii'a telarioaship whfa Eoren Corp. (Ac "Camptay^ or “Enron") has developed significantly over ibe 
past year as Ecrta will generate more dww S40 mtUion lo tavestmenl btski&g fees in 1999. The following points 
idenufy asreat Issues related a Ac Company and sigsifiont menr Eareo trmsaaioas in which Merrill- was 
involved. 

a Lead r rtsniig ed Aarix’t, Eftron's water utility subsidiary, IPO (J7M million) 

- Advised on suh«qtteKS235mmionacq«iiairioB of AMXAopu Miaagcmeat lac. 

— Cumiiatly working on several buy side advisory essigsracats 

■“ CtHltad for S50CL7S0 nSUan high yield «»*<’»*«>•* (oarently ea held) 

• Co-managed a New Issue Common Equity offering for Enron Corp. {SS6J millloa) 
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Cknalfywaefcins^^tb6C?Ot^n^ieftS300s^Sonp^Yss-cquAyfuxKS(LJM2) ' 

CuTSRtly ptebiss to besusc Enioa’s llosidK: sdruor for pnvxic equity i& hx telccsssusicssonj subsidix-'y 

(Enroa CoRUBUUcxtiotis) 

The CcBspaiy a sscrrely explon&t power apponuniiies m rrtnrnrnnl £urape 
CoHio»ov Q venn * w 

Ennm Is < clobx! dKenffled eoeiio' coBpaay. Eqka u the hupst fatyn' xad teller of nxmnlsu xad elseirieiiy xs 
the wa’ld sod owxu 32,000 oSti of aimrti ju pipetouB Ifl die Tlis CamfULay tito is cae ef &e Ixrscsl 
ifidepesieat devtlepen. o paigu* and ptociuesn of desrit^ waridwide, {q Europe. AtU 

Arnicas isd the PaciSs Rhs. Oace coaip icad, the Compuj’^s la&l-hsil fiber optic turwwi wfU be the tint 
Iflterust fiotDcsi bieiJiOBg ia the U.S. Ad^euUy. tsnn^ hs aierafttfapti wster caapiJiy, Ecron owns aati/cr 
operttts yrssr xyetzsu ia fits 11.S., Surope. Meuco ind Aynrini. AS of Jimc 30, 1999, Earcs'i istsJ 

anecs wm*C4 biUicia Bad hx equi^ miite ciprailzsiiQa vns appnxffiuaely S32 bSSao. For the yc^ aded 
December 31, I99t. Enroa ^euasied reveatte afSSl J bSEen. up over tte year ended December 31. 1997. 
The Campxay his {Town is revaxse and' opemiBg pre& as ea unTrmTiTrd txsa of 509( and 30V» over the podod 
from 1995 to I99t, feipec a veJy, asd bzs bc^ ossed ti:e acss insavadva compeay ia the watid by Forbci for the 
past focryesx. 

Himis is cfyanlzed as a ecsapaay ^dis four ciaQ'^^slated epetssiht sahsidiines fEaroa Kettii Aiacnca, 

Eanm 0*i Pipeliae t , Enroa Eeersy Stfvicei zad Pmlaad Gecersj) a taleeasuaualettifiriis xubtidiiiy (Eotca 
Cammueiaolara} ead aa ««3ier taaptoy' (Azsriz). Eerea's regal ifrd business includes two operadoos 

- na&nl gas p^ibes, comprued of Estr?**. Gas Fipeiinea, which owes aad all of Enron’s feoewJiy 

reguixeed imrrsme nsiun] ggs pipelias, ed Fortkad Oeecsai (Enreo rtecsdy oacisree the sale of Portlasad 
Ooicrai which shcxild clcst-in the nca yev), e» dearie tSstributioi^ grmnnissfaa aadgeaeraaem camptay serving 
&e Oregon owffc et Wholesale eoesQ^ ssrriess, comprised of Horan Kenh Asterica, Is osrnuiy Earao’s largest 
btaiacss as tctssnied by up ei am g profii. and pforidcs coaunodtty sales (aaaaal gia, ekaridty, nod ether energy 
commodiaa) and sovices (asset Twxwtg(»mwxt_ aumigcaestt) in large iadnsoial, coamsiuiil aztJ lailh^' 
caismtnets is the ILS. cad isirtsitrioaally. Snnn'a siewtt ttcrgy buueoa is a retail eaero' cervices businoss. 
camp.'iied ef Enron Energy Services, wiilch providss told mi|y eatseurtiag snludcu to tot^fs cofpcraa'eas on the 
tI.S. These soltidoas hteludo iufiasBueajre tnaoegemset paciaged whb new c^upnicat issaikdon eamaodity 

purchaieaon bduif ofthe large ea;pot*lt aattfflcra. 

Enron’a two newest huabiasei, Enroa Comauaicarfoiis and Asmte. ere pcsldaacd to take idvnaage'Of positive 
buxoscssfsukaieaa!i outride of Etsron*! energy opcnulaaa. Enron Cesomaicsiions is constiuctiag an ovo 10,000 
IhHe acsoDwIde long hul fiber opdc neewodc thst wifi offer Ircsdheod a^Casoa services over ea int^a 
Piii U i ca l aeswod:. AddinosaHy, Eitroo k pcixuisg u opporaiirity to crease a m&iixt fbr the 

trading of bandwidi otpaciQ' on &er syasmi. Aaarix a ih SI50 sulEon pnbE^ traded lwf rHariPw «j svarbr 
tsmptsy (7054 ceovolled by Enrta) which pkfn to aie advantage of ihe lignificxat oppeitieides that cafe for 
pnvaie leetor pMnejpadoa a the global vnasr iodusiry, iocludlcg acquHng extimg wbst and wastewater systems 
vis pr mruan pas, pravtdiag wear and wasawaisr relaad services to aurucipal and (adossial water T"« ri ' ra aad 
devclopiag and wamigTOg water Rsoureea. 


MS 05334 



2421 


JOSEPH I. UIEBERMAN. COfJN£CTICi.T. CHAIBMAN 


CA^LLEVI^, MICHIGAN 

OAIIIEL K. AKAKA HAWAII 
filCHARD' J. DUBBIN. ILLINCIS 
BOEERT G. TORRICELLI, NEW JERSEY 
MAX CLELAND, GEORGIA 
THOMAS R. CARPER. DELAWARE 
JEAN CARNAHAN. MISSOURI 
MARX DAYTON, MI^NeS07A 


PREO THOMPSON, TENNESSEE 
TED STEVENS. ALASKA 
SUSAN M COaiNS. MAINE 
GEORGE V. VOINOVICH, OHIO 
THAO COCHRAN, MISSISSIPPI 
ROBERT F. BENNETT, UTAH 
JIM SUNNING. KENTUCKY 
PETER G. RTZGERAIO, ILLINOIS 


lanitd States ^niate 


JOYCE A. RECHTSCHAFPEN, STAFF DIRECTOR AND COUNSEL 
SICKARO A. HERTUNG. MINORITY STAFFOIRECTOR 


COMMITTEE ON 
GOVERNMENTAL AFFAIRS 


WASHINGTON, DC 20510-6250 


October 18, 2002 


Mr. G. Kelly Martin 

Senior Vice President 

Merrill Ljncli, Pierce, Fenner & Smith, Inc. 

4 World Financial Center 
250 Vesey Street, 32"'^ Floor 
New York, NY 10080 

Dear Mr. Martin: 

We are in receipt of the letter dated September 13, 2002, written by Mr. James Weidner 
of Clifford Chance US LLP on behalf of Merrill Lynch. Based upon the responses Merrill Lynch 
has provided, the Subcommittee has the following additional questions which we would 
appreciate Merrill Lynch responding to in writing by November 1, 2002. As before, if Merrill 
Lynch possesses documents or other materials relevant to the issues raised below that it has not 
already produced, please provide them to the Subcommittee by the same date. 

1 . Please explain how Ebarge, LLC (Ebarge), a wholly owned Merrill Lynch special purpose 
entity, could generate tax benefits to Enron by being redomiciled in the Cayman Islands. 
If Merrill Lynch was the sole owner of Ebarge, wh^ tax benefits could accrue to Enron as 
a result of Merrill Lynch’s redomiciling Ebarge in the Cayman Islands? What tax 
benefits did accrue to Enron as a result of Merrill Lynch’s redomiciling Ebarge in the 
Cayman Islands? Who at Enron communicated to Merrill Lynch the tax benefits Enron 
sought to achieve by redomiciling Ebarge in the Cayman Islands, and to whom at Merrill 
Lynch were those sought-after Enron tax benefits conveyed? Please provide copies of 
any documents that explain or relate to the tax benefits Enron sought from Merrill 
Lynch’s redomiciling Ebarge in the Cayman Islands. 

2. What benefits (tax or otherwise) did Merrill Lynch receive by redomiciling Ebarge in the 
Cayman Islands? Please identify and quantify all costs and any lost benefits that accrued 
to Merrill Lynch as a result of redomiciling Ebarge in the Cayman Islands. 

3. Who at Merrill Lynch was involved in redomiciling Ebarge, and who at Merrill Lynch 
made the decision to redomicile Ebarge? Why did Merrill Lynch agree to redomicile 
Ebarge? Why were the Cayman Islands selected? 

4. Did Ebarge generate any income during the period of Merrill Lynch’ s ownership? If so, 
how much did it generate? Was any of this taxable income, and if so, how much? 
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5 . In your response to question 5 of our A.ugust 1 6, 2002 letter, you stated that “no 
individual within Merrill Lynch superior or equal to [Mr. John] Olson in rank . . . 
specifically recalls any discussion with Olson that related to complaints about his research 
coverage of Enron.” 

(a) Does any individual who currently works for Merrill Lynch generally recall any 
communications with Mr. Olson related to any of the issues listed in question 5 of 
our August 16, 2002 letter? If so, please identify these individuals, and provide a 
summary of their communications with Mr. Olson relating to these issues. 

(b) Do any individuals who worked for Merrill Lynch in 1998 recall (generally or 
specifically) any communications with Mr. Olson related to any of the issues 
listed in question 5 of our August 16, 2002 letter? If so, ple^e identify these 
individuals, and provide a summary of their communications with Mr. Olson 
relating to these issues. 

(c) . Did Merrill Lynch at anytime discuss any ofthe issues listed in question 5 of our 

August 1 6, 2002 letter with Andrew Melnick or any other former Merrill Lynch 
employee who was employed at Merrill Lynch in 1998? If so, please identify 
these individuals and provide a summary of each of those communications. 

6. Your response to question 6 of our August 16, 2002 letter states that “Mr. Allison recalls 
only one conversation with an Enron executive, which he believes occurred sometime in 
April 1998.” Please identify this executive and why Mr. Allison was speaking with this 
executive. Did Mr. Allison initiate the conversation? Was the conversation in person, by 
telephone, or by some other means? Does Mr. Allison recall anything about the call? If 
so, what does he recall? 

7. Please respond “yes” or “no” to the following question: was Mr. Olson’s departure from 
Merrill Lynch in any way related to the subject matter of the April 18, 1998 memorandum 
from Rick Gordon and Schuyler Tilney to Herb Allison? If the answer is “yes,” please 
explain how it was related. 
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If you have any questions about these requests, please contact Tim Henseler at (202) 224- 
9123 (Senator Levin) or Claire Barnard at (202) 224-3721 (Senator Collins). Thank you for your 
response. 

Sincerely, 

Susan Collins, Ranking Republican Carl Levin, Chairman 

Permanent Subcommittee on Investigations 

CL;SC:th 



Piper Rudnick 
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November 8, 2002 


BY HAND 

The Honorable Carl Levin, Chairman 
The Honorable Susan Collins, Ranking Member 
Permanent Subcommittee on Investigations 
Committee on Governmental Affairs 
United States Senate 
Washington, D.C. 20510-6250 

Dear Sir and Madam: 

I write on behalf of Merrill Lynch in response to your October 18, 2002 letter containing additional 
questions arising out of my letter to you of September 13, 2002. Merrill Lynch is pleased to provide 
the requested information, which is set forth below and in the enclosed documents. If Merrill Lynch 
can be of any further assistance to the Subcommittee in its investigation relating to Enron 
Corporation, please do not hesitate to contact me. 

1. Please list the individuals on the Debt Markets Capital Committee (DMCC) that 
reviewed the proposed Nigerian Barge transaction beDveen Enron and Merrill Lynch. 
Please describe how' and when the DMCC convened to consider the proposed Nigerian 
barge transaction, and provide any minutes, notes or other documents relating to or 
resulting from those meetings or discussions. Please describe what was discussed at 
each meeting or discussion that addressed the Nigerian barge transaction. Please 
identify all individuals who attended and/or participated in those meetings or 
discussions (regardless of whether the individual was on the DMCC or not). Has 
Merrill Lynch conducted a search of the records, files or computers of each of these 
individuals to determine if they possess documents responsive to the Subcommittee 
subpoena? If so, please describe those efforts. Have all such responsive documents 
been produced? 

Members of the Debt Markets Commitment Committee (the “DMCC”) spoke on or about Decernber 
22, 1999 to discuss the proposed transaction. Likely participants included James Brown, Kevin Cox, 
Robert Furst, Schuyler Tilney, Paul Wood, and Katherine Zrike. Others may have participated in 
person or by phone. Tlie meeting participants engaged in an open and frank discussion about the 
transaction, the fact that Arthur Andersen had approved Enron’s proposed accounting treatment, the 
immaterial size of the transaction relative to Enron’s revenues, and the financial risks to Merrill 
Lynch presented by the transaction. The group also specifically addressed concerns regarding the 
propriety of the transaction. Since the DMCC did not have the authority to approve proprietary 
investments, no vote was taken. However, members of the DMCC had no objection to proceeding 
with the transaction, subject to its being considered for approval by Thomas Davis. 

To date, Merrill Lynch has engaged in extensive efforts to collect all materials relating to Enron that 
may be responsive to the Subcommittee’s subpoena or to any of the numerous inquiries from other 
government agencies, including requests for and review of all related materials from each of the 
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above-referenced individuals. Additionally, Merrill Lynch continues to retrieve and review archived 
e-mail communications. 

Enclosed herewith are additional materials (bates stamped MS 24572 through MS 24577) responsive 
to the Subcommittee’s request. With this letter and its enclosures, Merrill Lynch has now produced 
all non-privileged information and materials identified to date relating to the DMCC’s review of the 
barge transaction. 

2. Attached is a Merrill Lynch appropriations document relating to the Nigerian barge 
transaction between Merrill Lynch and Enron, Bates-stamped MS 05330-34. In whose 
records, files or computer was this document located? If a similar appropriations 
document was found in the records, files or computers of more than one individual, 
please list these individuals and produce these documents. Please identify the 
handwriting contained on Bates number MS 05332. 

The document in question was located in the files of Katherine Zrike, who also made the notations 
located on the page bearing the bates number MS 05332. 

Additional copies of the draft Appropriation Request were located within the common electronic 
database for Merrill Lynch’s Houston office, and also in the files of James Brown, Michael DeBellis, 
Christopher Vendome, Gary Dolan, and Joseph Valenti. All such copies are enclosed herewith and 
bates stamped MS 24578 through MS 24625. 

3. In response to a question relating to whether or not there exists a committee similar to 
the DMCC that reviews equity investments, you note in your September 13, 2002 letter 
that: 


Because of the potentially lengthy nature of [an 
appropriations governance] process, and given time 
constraints, the barge transaction was reviewed by the 
DMCC, which was occasionally asked to scrutinize proposed 
non-debt transactions such as equity investments structured 
witli bridge-like features. 

How many other times in 1998, 1999, and 2000 did the DMCC scrutinize “proposed 
non-debt transactions”? What were the “bridge-like features” of the Nigerian barge 
transaction you mention in your letter? How many other times in 1998, 1999, and 2000 
did the DMCC scrutinize equity investments structured with “bridge-like features”? 

The DMCC is a highly respected committee within Merrill Lynch composed of professionals with 
wide-ranging expertise in credit, banking, legal, and risk management issues, and, as noted, tlie 
DMCC on occasion was asked to review complex proposed non-debt transactions technically outside 
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of the committee’s province. Given the ad h^ nature of such reviews, however, the DMCC does not 
regularly keep records of transactions that it may comment on but does not approve. Thus, while the 
committee reviewed other non-debt transactions (including those that may have had "bridge-like” 
features) the exact number of such transactions cannot be determined. 

Regarding the “bridge-like” nature of the barge transaction, clients occasionally ask Merrill Lynch to 
serve as a short-term investor to “bridge” projects or ventures through the purchase of equity. Enron 
requested that Merrill Lynch make such a short-term equity investment through the barge 
transaction. 


Respectfully, 



enclosures 
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From: 

Sent: 

To: 

Subiect: 


Bynum, Brad (IBK-DAL) 

Wedn^ay, 0ecember22. 1999 1020 AM 

DeVilo. Mark (CICG - CAPWKTS); Brown, James (CICG - CAPMKTS); Fuhs. William 
<CICG-CAPMKrS) 

DMCC for Enrcm Project 



Decanber 22 1999 
HEM02.doc 

Brad Byrtum 

Msoclafe 

lovssimen! Bankk^ 

200 Crescent Court, Suite 550 
Dalas, Texas 75201 
S 214-S49-S320 
S 214-649-5398 

IS bbynum^xchange-ml.com 
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Merrill Lynch 


To; Debt Markets Commjtnient Committee 

From: Project Finance and Lease Group: James 
Brown 

Debt Capital Markets: Mark Devito 
ML Houston: Schuyler Tilney 
ML Dallas: Rob Furst, Brad Bynum 

Tel: Leveraged FinaiKe Group: x8427 

Debt Capital Markets: x4908 
ML Hoostoru 713-739-2530 
ML Dallas: 214-849-5350, x5320 

Date; December 22, 1999 


Subject: S7.0 MILLION EQUITY BRIDGE COMMITMENT 


t SUMMARY AND TRANSACTION OVERVIEW 


JefFMcMahon, EVP and Treasurer of Enron Coip. has asked ML to purchase $7MM of equity in a 
special P’; Jose veh^Ie that wiD allow Enron Corp. to book $12MM of eamiogs. The transaction must 
close by 12/31/99. Enron is viewing this transaction as a bridge to permanent equity and they believe our 
hold will be tor less than sa months. The investment would have a 22.5% return. 


run • u-ugc inoumea power piarUs in service by February 2000 in Nigeria. The first 3 years 
of cash flow IS S39 million. Enron wants to monetize the first 3 years of cash flow for $28MM. They 
will do^s by establishing a U.S. special purpose vehicle. The special purpose vehicle will be capitalized 
by our $7MM invesirnent and a $2IMM loan from Enron Corp Enron has a total investment of $46 MM 
m the project. Enron is in active negotiations with several equity investors, including Marubeni. 

However, they are not able to close the transaction with a long-ienn holder by year-end. Enron will 
faahtate our exit from the transaction with third party investors. Dan Bayly will have a conference call 
with senior management of Enron confirming this commitment. 


^on is a top client to Merrill Lynch. Enron views the ability toparticipate in transactions as adding 
significant value. Enron has generated a fee to ML in excess of $40 MM in 1999. 

n. PROPOSED CORPORATE STRUCTURE 


Transaction Structure 

Purchase Equity Contribulion J 7.00 Million 

Acquisition Loan (from Enron to SPV) 21.00 Million 

Total Purchase Price $28.00 Million 


Basis: 25*/o Internal Rale of Relum on invested equity for Purchaser 
Acquisition Loan Teims: 1 2% Interest Rate, 24 Month Tem, Amortization to be Agreed 
Loan secured by Purchaser’s interest in the Barge Project Only 
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inieroTTice iviemoranaum 


> Merrill Lynch 


To: DebJ Markeis Cominitmenl Commitlcs 

From: Prajecf Finance and Lease Group: James 
Brown 

Debt Capital Maricets: Mark Devito 
VTL Houston: Schuyler Tilney 
ML Dallas: Rob Fuisl, Brad Bynum 

Tcl; Leveraged Finance Gronp: x8427 
Debt Capita] Maricets: x490S 
ML Houston: 713-759-2530 
ML Dall^: 214-849-535ft x5320 

Date: December 22, 1999 


Subject: 57.® MILLION EQUITY BRIDGE COMMITMXNT 


TRANSACTION SUMMARY 
Eaiity; 

Facility: 

Request 

Expected RatiDgs 
OVfoody’s/S&P): 

Maturity: 

Use of Proceeds: 


Special Parp<»e Vehicle 
S7.0 Million Equity 
S7.0 MiUiofi 
B-,B3 

Less than six mcnlhs 

To purchase common aod preferred eqxnty in a Nigerian 
Barge 0». 


Uming: 

Independent Auditors: 
Company Counsel: 
Underffritcr Counse!: 
Fees: 

ML Resesreh Coverage; 


Dosing by year end. 

NA 

Vincem & Elkins 
NA 

Proposed 5250,000 phis 15% per annum or a flat 22.5% 
return per annum 

Leo J. Kelser 
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Shareholder Stroctiire 


inere wiiJ t* Uuee classes of stock two preferred and one coiranon. The Purchaser will purchase the Preferred A 
Shares ;md Ihe Common “Shaies. Enron rvill own Ihe Preferred B Shares. The summary below indicates the 
economic unnesls More and aflet the Trigser Date. In each case, ihe table indicales Ole Cash How liphls of each 
shareholder class after the prenoiis Class shareholder has received Iheir percentage share of Ihe Chsh How. 


Economic Interest (Percent of Cash Flow C'CF’) 


Slock Class 

Preferred A (Purchaser) 
Prefened B, (Enron) 
Common Stock (Purchaser) 


Pre Trigger Dale 
0.1%of CF 

9.9% of CF After Pref A 
100.005 of CF After Pref AdfcB 


Post Trigger Date 
0.1%ofCF 

99.0% of CF Alter Pref A 
1 00.00% of CF After Pref A&B 


fleicTO me j ngger Date, the I^hasens expected to receive approximately 90% of the Cash Row via the Common 
Stock aM a ^aU ^cratage from the Preferred A. After the Trigger Date. Uie Enron Preferred B Shares receive 
af^ximately 99.0 /« of the Cash Flow and after distribution to the Preferred A and Preferred B the Common 

receives the residual distribution of the Cash Ffow. -me common 



TIME LIKE 


( 1 ) 

( 2 ) 

(3) 


iTih J pST” Nigeria Power Holding Ltd and the Ugos Stale of Nigeria. Subsequently, the rights 
the Ud.’”®""’ Which m mxn assigns 


Fjuon Nigerian Barge Ltd. A&B Picfeircd and Common Shares are issued to 

Preferred A Shares and Common are sold from Enron Nigeria Barge Holding 
assumes true equity risk involved with the Enron Nigeria Barge Ltd. 


Enron Barge Holding Ltd. 
Ltd. To a third party who 
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III BARGE PROJECT ECONOMIC SUMMARY 
Cost SmrmiaTV fUS $000) 


Power Barges 

$25,000 

Barge Upgrades and Onshore Cost 

15.800 

Total EPC 

40,800 

Mobilization 

1,014 

PevelopmenI Costs 

1,500 

Working capital and Spares 

2,119 

Contingency 

181 

Total Costs 

$45,614 


Year 2003 Total 

$3,410 $39,691 

The $45.6 nullion project costs are to be paid by Enron. Tlic net cash flow projected over the three year Fliase 1 
project life is $44. 1 milJion, and d90% of the iluve year cash Dow is $39.7 rnillion. 

It is the intention of Enron to provide to the Investor monthly distributions of net cash flow, and to have an Enron 
affiliate provide up to 75% of seller financed debt. The proposed d*t period is three years with an interest rate of 
12% per year. 

rV. ENRON OVERVIEW 

Merrill Lynch’s relationship whh Enron Corp. (the “Company” or “Enron”) has developed significandy over the 
past year as Enron will generate more than $40 million in investment banking fees in 1999. The following points 
identify current issues related to the Company and sigruficant recent Ercon transactions in which Merrill was 
involved. 

• Lead managed Azurix’s, Enron’s international water utility subsidiary, IPO ($700 million) 

Advised on subsequent $235 million acquisilion of AMX Acqua Management Inc. 

- Currently working on several buy side advisory assignments 

- Co-lead for $500-750 million high yield issuance (currently on hold) 

• Co-managed a New Issue Common Equity offering for Enron Corp. ($865 million) 

• Currently working with the CFO to raise a$500niilJion private equity fimd (LJM2) 

• Currently pitching to become Enron’s financial advisor for private equity in its telecommunications subsidiary 
(Enron Communications) 

• The Company is actively exploring power opportunities in continental Europe 
Company Overview 

Enron is a global diversified energy company. Enron is the largest buyer and seller of natural gas and elecnidty in 
the world and owns 32,000 miles of natural gas pipelines in the U S. The Company also is one of the largest 
independent developers, operators and producers of electricity worlchvide, tvith facilities in Europe, Asia, the 
Americas and the Pacific Rim. Once completed, the Cranpany’s long-haul fiber optic nelwoik will be the first 
Internet Protocol backbone in the U.S. Additionally, through its international water company, Enron owns and/or 
operates water systems in the U.S., Europe, Canada, Mexico and Argentina. As of June 30, 1999, Enron's total 
assets were $34 billion and its equity market capiulization was opproximaiely $32 billion For the year ended 


Protection of 90% of Net C 


Year 2000 
$9,123 


Year 2001 
$13,362 


Year 2002 
$13,706 
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December 3!, 1998, Enron generaicd revenue of 53 J. 3 biffion. up 52% over tfw year ended December 31. 1997. 
The Company has grown its revenue and qxiraling profit at an annualized rate of 50% and 30% over tie period 
from 1995 to 1998, respectively, aail has been named the most innovative conipauiy in the world \iy Forbes for ihe 
past four years. 

Enicm is organized as a holding company with four energy-related operating su^idiaries (Enron J4or!h AflKiica, 
Enron Gas P^jelines, Enron Energy Services and Portland General) a telcOTmniuiucatiOTS stdrsidiaiy (Eetoh 
C ommunications) and an intemationrf water company (Azutix). Enron’s regulated business includes two operations 
- natural ps pipelines, comprised of Enron Gas Pipelines, which owns and operates alt of Enron's federally 
related inters^te narinai gas {npdines, and Portland General (Eracm recently aniutunce die sale of Portland 
General which should close in the next year), an electric distribution, transmission and generation company serving 
the Oregon market Wholesale energy sovices. comprised of Ennm North America, is currently Enron’s largest 
business as uKasmed 1? <^>erating profit, and provides cosimodity sales (natural gas, electrid^, and other energy 
commodiUes) and ffirviccs (asset mariagemenl, risk management) to large industrial, commercial and utility 
customers in the G.S. and intemalionaJly. Enron’s newest ensrgr business is its retail energy services business, 
comprised of Enron Siergy Services, which provides total ciKrgy oularurcing solutions to major corpewatitsa in the 

U. S. These sdutiems inciude infrastructure management packaged with new equipment installadou and commodity 
purchases on behalf of the large corporate customers. 

Bnmn’s two newest businesses Enron Coinxnoiucariuns and are ^»iUo»cd to f^e advantage of positive 

bosiDe.ss fundarpentals outside of Enron’s eneargy operations. Enron Communications is constructing an over 1 0,000 
mile jtatioowide long haul fiber <^tic network that will offer broadband appheation services over an Internet 
Protocol lictworlc Addhionaliy, Enron Commumcaritms is puisoiBg an opportuniry ro cteate a market for tlK 
trading of bmdvridth capacity on fiber systems. Azurix is an S830 million pubiidy traded international water 
company (70% controlled by Enrcai) which plans to take advantage of the significani opportunities that exist for 
private sector participation in the global water industry, isetuding acquirmg exiting water and wastewater ^stairs 
via privaizations, provirfii^ water and wastewater related scr^’ices to municip^ and industrial water markets and 
developing and managing water resources. 

V. PRELIMINARY INFORMATION MEMORANDUM 
Attached 
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appropriation request cover page 

{S in Thousands} 

Managem«nt IMM: CIC6 Proje^ Stemet Enron Nigsiian Barsc 

Equity 

Group: IBK Financial Commitmant: S 7 Million 

Pro|«ct Start / Ffniah: Needs to Ck^ ^ 1 2731799 - 

Taheoutfcye^yoo 

EXECUTIVE SUMMARY 


Eatity: 

fecial Purpose Yebieic 

Fadllly: 

S7.0 Million Equity 

Request 

S7.C MiBios 

Eapected Ratings 
^w>dy*5«&F): 

B*,B3 

MatoiiQr: 

Less, foaa six moBths 

Use of Proceeds: 

To purchase comsun and preferred equity in a Nigertan 
^rge Co, k^eciiy owned by Enron Cap. 

lining; 

Closing by year end 1 999. 

IfldepcBdntt ABdiiers: 

yA 

Company Counsel: 

Vinceot&Eluns 

Uadcfwri^ Couimh ■ 

m 

Fees; 

. ProposedS250.000plus )5%pcraniiumortflat22.3K 
mum per aftBum. _ 

ML Research Coverage: 

LeoJ.Keber 


JefFM^shoft, EVP uid Tfeasurcrof Emoa C«xp. Im asked ML to lairchase S7MM of e^ity w a 
special puipose vducle that wiU idiow Enron Coip. to book S I2MM of earnings. Enron must close this 
tnnsaction (o' 12/31/99. Boron is viewing Oils transaction as a bridge to permanent equity and they have 
assured thk we will be takus out of our mvestment within six mantbs. Tl« iavestment wreuld have a 
{naxhnuat 22.5% i^m. 

Enron will have 3 barge inounKd power plarus in service ^ February 2000 in Nigota. The first 3 years 
of cash flow is projeMed b> b^39 million from the Nigerian gowanmett Enrmi wants to seB the flrst 3 
years of cash flow for S2SMM. They propose to do this by having ML establish a U.5. special purpose 
entity (the SPE”), owned by Meirill Lynch. The Sl^ will be capitalized by our 57MM investment and a 
SIMM itoo-iecoufse loan horn Era^ C&p which will San purchase usn^voflng cemmrm slodc is tiu: 
Enron subsidiary that owns flie barges. Enron will have a iovesGnent of $46 MM in foe project 

Enron is in acllve oegotialions wdth several equi^ investors, inchidiiig Marubeni. However, they are not 
able to close the tnnsaetton wkh a long-term holder by year-end Emoo will fieilioate our exit flom the 
Uarsaction third parQr uivesttns. Dan Bayly will have a conferonce call with senior rouMgement of 

Enron confiming Ibis commitment to guaran^ the ML takeout within six months. 

E»wt has strongly rttjwesttti ML to enmr into this irHtsaciieo. Enron has paid ML aj^roximatcly $40 
million in fees in 1999 and is expected to do so again in 2000. 
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APPROPRIATION REQUEST APPROVALS 
Mansgeresat Ufik: OC6 Enf^N^erian Bargs Equt^ 

Flnanetal Comn^tinent: $7 million 

SPONSOR: 

RobFurst 

MgRA Urtl Oi»4roil^ 

Mgntf. UoH Haarf: 

Croup Riarwe Dlre<*>r: 

Croup EVP: 


Other Reviews 


Corporate Aocrovats 

DebI Maricets Ca;^ 
ComnVttM: 


Chief Financial Officer 


Group/Oate 


Peer Projec* Review. 


Executive Committee: 


Date 

Audit and Finance 
Comminee: 

Daie/4>|H0V8d: ' 


0»«; 
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Appendh 


L PROPOSED CORPORATE STRUCTURE 


I 7.D0 Million 
UI.Q& Million 

Bisis: 25K Iniemal Rale of Retum oa investcdeqiity forPuKhasn 
Ac^iiisitiOR Low Tcnos: 22H Icieiest Rsi^ Tem, Amon'zaiBon ts be Agreed 

Uao secured Baxliaser’s inistsi is the Barge Prr^ec: On); 


Pvrehase Equity Contribution 
AequhSton low (Bwn Efiron to Si"0 
Total Piirt*ase Piice 


Tliere will be three daascs of stoek two prdetTKi aid eneceoenoiL The Ftnhuer wiS eurdnse the pRferred A 
Shares asd the Cormton “SaRs-EnoB tvfil own d>e h tfe md B ^sam. The summay belour iodicaus the 
ecanomk inicrests before »d after die Trigser Dale. In ejcb case; the table indicaies iheCash Plowrights of each 
shueboldtr clau after foe pieviotis class shareholder hiu rteeived foeir perteatage shafeoFfot €»& Flow. 

£csn«dc tnmst CPerteotofCafo FlowH^ 


Prtf»Fed A (Piitefaases) 
PrefeTtedB.CEnierd 
Cofflntm Stock O'urchaser) 


DJ^oTCF 

9.9%efCF After PjefA 
1C0.095 d'CF Afta Ptef A*B 


O.I%ofCF 

99.0%ofCf AflrrPrefA 
I Oe.OO»4 a f CF After ITef A&B 


foe Tiig^ Date, foe PuRbassr is esqswted lo Rceive a j yr a x i r a wety of foe r»<!» FJgv eU foe Cemmsn 

Slock end a small percentage from dn Preferred A. After ihe Trigger Data, the Enron Preferred B Sbaics receive 
approsirratefy 99D14 of the Cash Flow sad after distrfoution to tbs Prefeired A and P^fured B, the CisnnuMt 
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TIME LINE 

(1) PPA is iKbrcoi Esnm Nigeria Povw H«i &5 Ul »iri die lagas 5tK( of N^em. Sai»«;eHiriy, ^ ri|^s 

10 file VfA KStvities titlj) aie auigneri to Enoa Nigeria Barge KokSieg Ud. WNcti ki mm aulgni 

the ughB to Enron Nigeria Barge LuL 

(2) Earen >K^ma Ba^t Uri. AAh P»renred Mtd CorairtoD Sham are issued to Enon Baige Holding 

<3) Brefmed A Shvei and Comnson are sold fiom Esrea K^eria Barge Holding Ltd. T» a third party who 

Bsimes ave equ^ risk kvslved widt the Ennra Nigaia Barge Lid. 

IL BABGETROdECTECONOMJCSBMMMlV 

Cast Summary {OS S800) 


Power Barges 

mow 

Barge Upgrades aad Onshore Cost 


Total EPC 

40.SW 

Mobilization 

LOU 

DeveloprsmOoss 

1405 

Wotfcing esplial and Spares 

2113 

Conthigesicy . 

-JSl 

Total C<SU 

S4J.6I4 


Preiectlon orWS of Wet Cash Ftow fUSSOOO^ 

Year20Q0 Yw2(»i Year 2002 . Year 2003 Tatal 

S9.I23 *13.362 S23.706 S3.4!0 S39.69i 

Tfw S4S.6 milliott jiraject cosu ate to be pud by aHoa. The eet cash flew giojccted over the three jreir Phwe I 
pr^ed tile Is *44.1 minioi^ asd d90K of Ibe three year ca^ flow is S39.7 niifioa 

it is the inientJon of Earon to provide to Ae investor Booiliiy distribiitions ef net eash flov. and to have an Eiron 
afliliaie pcovi^ ap to 25K of seller financed d^ tlw p<^<>sed dd« period ii tbite yan with an ^ttsi nne of 
I2H per year. 

111. ENRON OVERVIEW 

Mmtii Lynch's tekUeRAip Enioa Cap. (the “Cos^aay or "Eimtl has developed sieniflesntiy over the 
put year as Enron wiii punce &ta S4d niilna rila^stmesaba^B^ fees k }$99. fisitowring pobas 

identic current issues related to the Conpaiy and significant rtcent &irtn bansactiont is \riiich Merrill was 
Involved. 

» Lead Azurtc'^ Enroa's ^emtdiaul water utility nrbridlaiy, IPO (mihor.) 

- Advised M subs«]ncm$235 miltion wpiisitios ofAMX Aequa Mansgemeni Inc- 

- CurrcntlywoAinsonsevmlbiQirideadvisotyusisiinientt 

- Co-lead for S50O-75O raStioa high yield Issoince (emwitly onhoitO 


• Cn-manijned a Hew Issue Cesnison E^uily offsriiie ht Enron Corp. (SKS million] 
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« Cunenily working witli the CF^lo a SSOOmitIwn priva» «]uity &;»} (UM2> 

• Currenfly piicbing to become Enron’} finwcial advisor for privste equity in its letecommunicarums subsidiao' 
(Eaton CommunicatioAs) 

•' The Company is actJvdy w^jloring power oi^KHTutiities in contirental Europe 
Coffipanv Overview 

EitraA is •si^idiventiftedenerKy eomfWBy. Enron b die hrsertbayer and teiUr ofnamrai gas and clecsrieity in 
the work! and owns 32,000 miles of natural gas pipelines in the U>S. The Company also i> one of the largest 
independent developers, opetaters and producers of electricity worldwide, with ftcilities in Europe. Asia, (he 
Amsricis and the ^ifie Riis. Once c(!iiiiMe(e4 dte Ccenpasy’s k>ns>haid fiber e^io nenMnk win be the Ant 
tmereei Protoori ^ld>ena in die Ad^iiooaHy, tiuou^ its ntmtaional water compmiy, Enron owns ndtor 
operates water systoas in the UJS,. Europe, Cuat^ Mexico and Argentina. As of June 30. 1990, Enron's torsi 
assets were $34 billion and its equity market c^titalization was approxinurely {32 billion. For the year ended 
December 31. Enron generated revenue of S3i.3 billion, up Sm over dteyear tnded SecemVer 31, 1997. 
The Cm|a»y has ^vnt ks retnaaie «td opetKing pro& at an anruatized mte of S0*A and 3S% over the period 
from 1995 to 199S, respectively, aid has been ttaned the most innovative company in the world by Forbes for die 
past four years. 

Eww is orgamztd as a hcldlag company wid» four etietgy-relattd operating subsidiaries {Bsron Kwdi America. 
Enron Gas Pipelines, l^uon Energy Services and Portland Generai) a telecommuneaiiou subsidiary (Enron 
Commtuiieatioiu) and an intenational water compai^(Aaurix). Ear«B*sre5elaiedbu«moa ineludes rwe operations 

• natani gas ^priines. ca oi p ri sc d of Eiuen Pipeibws, width owns and ^mes of Enron's fodtralfy 

regtt^ mterstae nature gas piprisKS. and ^and Gensnl (&itoa reKoity snsotnsce the sale ofPoniand 
Genera! which should close in the next yew}, an electric distribution, transmission and gcnertitoa company serving 
the Oregon merket Wholesale energy strvicts, comprised of Enron North America, is currently Enron's largest 
buiness as measured by operattng profit, and provides camtnodity sales (nMrnd gas, eiecizicity. and o&er energy 
coHiBodhiK} and sevices (asset nu^emem. tisk ir.iinageBient} to la^ indusoU, commerchd and 
customers io dur U.S. and biScroaCioaatly, Eiwon's anvest bustnarr st trr retaSI ener^ aervieer buttnere, 

cempristd of Enron Energy Sovicet, which provides total energy outtouicing solutions le major corporations in the 
U.S. These sohitioos include infmCmeiure euitagemut packaged with new equipmcM nstahadon and eemmodity 
poKhastsocbehrifofdie hrgeearpmttcmnomm. 

Enrtm'i (wo newest businesses, Enron Conmunieab’ons and Azurix, are positioned to take advantage of positive 
bstinessfondamentalsoutside of EntMi's enm^ iterations. Enron Communkatiaas is coiuiruciing an oyer 10,000 

mil* nadoBwida io»g hail fiber optic n^wade ihtt w3l offer bros<&»d i^lisastan service* ova an {ntemet 

Proioeol network. Addliionatly. il^ron CoRimuruiaitons is punuing u opponunlty to create a maritet for the 
trading of bandwidth capacity on Eber systems. Azurix is an $830 miiGon publicly traded iniemuional water 
cenpiny (7DH eoniroiled by Enron) which ptass to trite advantage of the signUkant oppormniiies dtat exist ftw 
private sector pairie^tion is the gl^ri w»er mdus&y, biehifrii^ aciprirmg exisri^ water and wastew««^ sysfotns 
via priniizBlions, providing water aad wastewater related services to mumcipal and mdostrial water markets and 
developing and managing water resources. 
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Management Unit: 
Group; 

Project Start /Finish; 


EXECUTIVE 5UMMARV 


Eality: 

Special Purpose Vehicle 

Facility: 

S7.0 Million Equity 

Request 

S7.0 Million 

Expected Ratings 
(Moody's«&i>}: 

B-,B3 

Maturity: 

Less t'ua six months 

Use of Proceeds: 

To purchase common and preferTed equi^ in a Nigerian 
Barge Co., iniSrectly own^ by Enron Corp. 

Timlag: 

Ctosiflg by year cod 1999. 

Indcpndent Aidi tors; 

NA 

Company Ceuascl: 

Vinceat ft gnrias 

Underwriter Csansel: 

NA 

Fees: 

Proposed S250.0W plus 15% per arwumof aflat 22J% 
return per annum. 

ML Research Coverage: 

Leo J. Kelser 


JcffMcMabon, EVP and Treasurer of Enron Corp. has asked ML to purchase S7MM of equi^ in a 
special purpose vehicle that will allw Enron Corp. to book S12MM of earnings. Enron must dose this 
transaction by 12/3 IW. Enron is viewiitg this traasaction as a bridge to permanent equity and they have 
assured us that we will be taken out of our investment within six months. The investment would have a 
maximum 22. 5K return. 

Enron will have 3 ^e mounted power plants in service Fdrruaiy 2000 In Nigeria. The first 3 years 
of cash flow is projected to beJ39 million from iheNigeriaa government Enron vmnti to sell the first 3 
years of cash flow for S28MM. They propose to do this by having ML enablish a U.S, special purpose 
mUty Clhe SPE"), owned by Merrill Lynch. The SPE will be ctpiulired by our S7MM investment and a 
S2 1 MM non-recourse loan ftom Enron Corp which will then purchase non-votrng common stock in the 
Enron rebsidi^ that ovms the b^es. Enron will have e total investment of S46 MM in the project. 
Enron is in active negotiuions with several equity investor^ including Marubeni. However, they are not 
able to close fte transaction with a long-term bolder by year-end. Enron will .^cilrtate our exit from the 
transaction with third party investors. Dan Bayly will have i conference call with renior management of 
Enron confirming this commitment to guartn^ the ML takeout within six months. 

Enron has stror^ly requested ML to enter into this transaction. Enron has paid ML approximately WO 
million in fees in 1999 and is expected to do so again in 2000. 


APPROPRiATIOM REQUEST COVER PAGE 

(S In Thousands) 

CICG Project Name: Enron Nigerian B 

Equity 

Rnancial Commitment; i 7 Million 

Needs to Cose by 12/31/99- 
TaKeoui by 6/30/00 
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^MenfllLynch 

APPROPRIATION REQUEST APPROVALS 

Wanagsment Unil: CICG Project Name: Enron Nigerian Barge Equity 

Finandal Commitment: $7 rmTion 

SPONSCtfl: 

Originator. 

ftoi> Fwet 

I 

; MgmL Unit Controller 

MgmL Ur^ Head: 

Group Finance Director. 

Group EVP; 


Other Reviews Corporate Approvals 

Debt Markets Capital 

Comnmitee: chief Financial Officer 

Group/Oate 


Peer Project Review; 


Date 


Executive Committee: 


Date Approved: 


Audit and Finance 
Committee: 

Other 
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Appendix 


I. PROPOSED CORPORATE STRUCTURE 
Transition Strocwre 

Puidose Equity Contribution S 7.00 Million 

Acquisition Lm (fimn Enron to SPV) 21.00 Million 

TotkIPurchise Price S2S.00 Million 

Basis: 2Sti tnumri Rate of Rctuin on invested equity for Purchaser. 

Acquisition Loan Terms: 12% Inierest Rate. 24 Month Term. Amortization to be Agreed 
Loan secured by Purchaser’s interest in the Barge Project Only 


Shareholder Stmetnre 

Tliert will be three classes of stock two preferred and one cominon. The Purchaser will putdiase the Prefemd A 
Shares and the Cotamoo "Shares. Enron will own the Preferred 9 Shares. The sammiiy below indicMes the 
economk inteiestsbefoRatiiiaAef (he Trister Date. la each ease, ihe table indkaies the Cash Flow ri^s of each 
shareholder class aRer the previous class shareholder has received (heir percentase share of the Cash Flow. 


Stock Class 

Frefttred A (Purchaser) 
Preferred B, (Entort) 
Common Stock (Purdiaser) 


EcoDomic Interest (Percent ofCash Flow ("Cr*) 


PftTrieeer Date 


PosJtriMcT Date 


OJWofCF 

9.9H of CF After PrefA 
100.005 of CF After Pref A&B 


O.lHefCF 

99.0% cfCF After PrtfA 
100.00% ofCP After Pref A&B 
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■ TIMEUNB 


()} PEA Ubetwecft ElvimNqttis fewer K«}disg Ltd vtd die lAgot S!U« ofHtscns, Sabse^jmily, fteris^ts 

to the PPA (barge ectivities only) are assigned te Ennn Nigena Bnge Holding ltd. Which in turn assigns 
the rights to Enron Nigeria Barge Ud. 

<2) Euon Nt^riaft Barge LoL AdtB Preyed andC«nmoR Shares «e issued to Enr<»t Barge Hoisting Ltd, 

(3) Preferred A Sharesand Common are sold irom Enron Nigeria BargeHoldingLtd. To a third party who 
assumes true c<tuity risk involved with dw Enroa Nigeria Barge Ltd. 


II. BAIIG£PIU>.nrrECONOM}CS^MARy 


Cost Summary (US SHOO) 


fevm Barges 

Barge Upgrades and Onshore Cost 
Total ETC 
Mo^Uzasiorv 
Devctopmest Cosb 
Working capiul and Spares 
Coniiogency . 

Total Ctsts 


Pfoiecaon of 9QH ofKet Cash Flow fUS 3000> 

Year 2000 Year 2001 Year 2002 Year 20(8 

S9.m J13.3e 813,706 ■ . «,4t0 


Total 

S39.69I 


The S4S.6 million project com are to be paid by Enron. The net cash flow projected over the three year Hiase t 
project Ufe is $44.3 million, and dSO'Aofthe time vear cash flow is S39.7nUSas. 


It is tfie intention of Enron to provide to die Investor monthly dUtr^tions of net cash Row, and u have an Enron 
aRIliat* provide up to 75% of seller financed dcH The proposed debt period is three yean with aa interest rate of 
I2K per year. 

HI. ENRON OVERVIEW 

Merrill Lynch's retatlcmlup with Evon Cotp. (the "Compaiy” or ■‘Enron') h« developed s^fleintly over the 
pKt yar as Bu«i wiR ^srme mese diaa 3^ atillin b< hmanent banking fees m I The tUlowh^ points 
identic current issues related to the Cmpany and signifkanc recent Earon transactions in whkli MerriS was 
iavahred. 


• Le^iaanigedAzurix's. Huron’s uKera^«»] water taiRty »^idiaiy. IPO (S709milSon} 

- Advised on nibeeiiueBt 8333 niSien aequkitiHi i>f AMX Aciiua Management toe. 

- Currently working on several bi^ side advisory sssigomeats 

- Co-lead fw $SOO>7SO isiliioa yield Usuanca (eutmtly on bold) 

« Co-managed a New Issae CcRomon Equity offering far Enron Corp. (5865 million) 
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• CuRcnily wcriciiqi widi ihe CFO to raise a SiOO miHisn privue equity fiind (UM2) 

• Cunently pitAing to fewwme EBran’j imantiai •dvisor for prime equity in its leiecefoniunie^ioos subsidiary 
(Eitfcm Comnunications} 

• The b actively exptorii^ powor ^ipsnmitbs iiicoa^una! Buttle 

Cempany Overview 

Esrmisaelobaldlvmi^uieTsy Enron b^luiucbt^at^senerof nawaS gat »d elesrbiTy in 

the world and owns 32,00& mites of natsrai |H pipelines in U.S. The Compaq also is. one of the tersest 
inilepcndent devdoixri^ opsraion and producers of etectridly wuridvride, whh faciliries in Europe, Asia, the 
Americas and Ihe Pacific Kim. Once complewdL the Company's long-haul fiber opde tienvortc wlli be the first 
Imtmct Proiecol backbone ia Oic U-S. A^kca%, ttrou^ hs inamatiogat water con^any. EnRHi awts mdfor 
operates water ^ems » the U.5., Es^e, Cutitte, Mexiw and Aigentins. As of iuae 30, ]999, Enron's total 
assets were S34 Ulfion and iB equity maitast capitalization was approaimuely S32 biilion. For the year ended 
December 31. 1998. Enron zeneraied revenoe of S3U billion, up S29b over the year ended Oecember 3t. 1992. 
The Company iuu povm hs reveruse and ^tetifing profit at aa iBsualbed nue at S014 and 30H over the ^tod 
firom 1995 to 1998. rer^enhely. and has been nam^ dte most iimoyative toinpany in Ihe world by Foibes ter <he 
past four yean. 

Bam Is orginbed as a holding corspany with four esetgy-nlaed t^eratin; subsM^tes (Enreti Noith Aswrica. 
Enron Cas Pipetoes, Emm &tergy Sontes and Pord»d General} a teiecommun'Kauans subsidiaiy (Entofl 
Coinmunicatioiis)andan intunational water company (Amrix). Emun’s teguliled business Includes twnopetatinns 
- naiural gas pipelines, comprised of Enroa Oas Pipelines, whkh owns and operates ^1 of Enron's federally 
regulated interstate nstnnl sett j^lints, and P^^ Genera! (Emwi recently anaeuace the sale of Portland 
CenenI dumld elosa in fite next yesr). eteeoie dbtribtaloo, siansnuskm and generatkn coitqnmy serving 
the Oregwi tnaricei. Whottsale energy services, comprised of Enron North America, is curremly Enron's tergeu 
business u roeasuted by operating profit, and provides commodity sales (natural gas, electricity, and other energy 
cenuno^tics) and services (asset ssanagemeat, risk managuneni) to la^e industsiaV commercial and utility 
customes in ^ U.S. emd tet«nstianal&r. Enron's newest coerzy hminess is bs mdt energy sovieec btuttwss, 
comprised of &voa Energy Services, whidi provides total energy outsourcing solutions to major corporations in the 
US. These solufiotu include inftastnicturc management packaged with new equipment insullafion and commodity 
purchasn on behalf of the luge cocpocatt eustomen. 

Enron's two newest businesses. Enmt Comratmicatrans and Azurix, are pouticned to take advantage of positive 
business fundamentals outside e^Enron's energy operations. Enron Cnnmuniesttons b cerutructing an over 10,000 
mite salioBwide tom baDl fiber op& netwoiA that anil offer broadband ippIkNion services over m iBiemet 
i^ocot netwok. Add^eslly, &iron Comrsniaictfioiis b pum'mg u ^^ormiiiy to cre«e a ratiket fiir Ihe 
trading of bandwidth capacity on fiber sysiemA Azurb b an $850 million publi^ traded inlenrational wmer 
company {70% controlled by. Enron) whieh plans to take advantage of the tignificani o^ionuaiUes that exist for 
private sector participatten in the gtcia] water industry, including acquiring existing wsier and wastewater systems 
vis privaiiziUiDns, proylding water ud wastewater related services ta mmii^a! and tediisBiat water maakcB and 
develo^ng andnunsg^g water resourca. 
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Management Unit: 
Group: 

Project Start / Finish: 


APPROPRIATION REQUEST COVER PAGE 

(S in Thousands) 

CICG project Name: 

Financial Cemndtment: 

Needs to Qose by 12/3i/89> 

Taiceout by 6/30/00 


Enron Nigerian Barge 
Equity 
$ 7 Miliion 


EXECUTIVC SUMMARY 


Eatily: 

Special Putpose Vehicle 

Facility: 

S7.0 Hlllioo Equity 

Request 

$7.0 Million 

Eapeeted Ratlags 
(Moody’s^P): 

B.,B3 

Maturity: 

Less than six mondu 

Use of Proceeds; 

To purchase conmoi and prereired equity in a Nigerian 
Barge Co., indirectly owned ty Emm Corp. 

Tiaittg: 

CSosiugbyyeercad \ 999 . 

ladepcadeat Auditors: 

NA 

Conpaay Couescb 

Vincent & Elkins 

Underwriter Couasek 

NA 

Fees: 

Proposed S2$0, 000 plus IS%peranoumori flat22.jK 
renini per annum. 

Ml. Researcb Covengc: 

Leo J. Kelser 


Jeff McM«hon, EVP and Treasurer of Enrai Con>. has askad ML to porehaie J7MM of amity in a 
special puipose vehicle that will allow Eniun Cotp. to book $I2MM of eareings. Eoiiin must close this 
irensactionby I2/3I/W. Enrao is viewing this transaction as a btidge to petmanenl equity end they have 

assured usthatwewillbetakenoutofour investment within six months. The investment would have a 
maximum 22.5K return. 


Enron will hw 3 batiojnouiitedpowef plants in service by Februao' 2000 in Nigeria. The first 3 yean 
of cash flow is projected to beS^ million from the Nigerisi government Enron wents to sell the first 3 
years of cash flow for S2SMM. They propose to do diU by having WL establish a U.S. special purpou 
entity (the SPE"). owned by Mcmil Lynch. TTie SPE will be capitalized by one J7MM investment and a 
S21MM n^recouTse loan fiom Enron Corp which wili then purchase non* voting common stock in the 
Enron subsidiary that owns the barges. Enron will have a total investment of 146 MM in the project 
Enron is in active negotialioiis with several equity investors, including Marubeni. However, they are not 
able to close tte transaction with a kmg-tenn holder by year-tod. Enron will .acilitate our exit ftom the 
transaction wiA ftbd party investors. Dan Bayly will have a conference call with senior management of 
Enron confirming this coaunianent to guarani the ML takeout within six inonihs. 

Enron has strongly requested ML to enter into this transaction. Enron has piid ML approximately $40 
million in fees in 1999 and is expected to do so again in 2000. 
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MaruifiWTWflt IftUt; CiCS 


SPONSOR: 

OrigJnatw; 

Rob Furst 

Mgfnt Unit Controlter. 

Mamt Unit Hsad: 

Group Rnanca Director: 

GroopEVP: . 

Othaf Review* 

Debt MarKeo Caprtaf 

Gfou^ate 

PwrR^ict Review 

Date 


Date Approved; 
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Appendix 


L PROPOSED CORPORATE STRUCTURE 
Trinaciion Smuiura 

Purchase Equi^r Contribution S 7.00 Million 

Acquisidon Loan (from Enron to SPV) ZLflQ Million 

Tool Purchase Price 121.00 Million 

Basis: 25% Internal Rate of Return on invested equity for Purchaser. 

Acquisition Loan Terms: 12% Interest Rate. 24 Month Term, Amonizaiion to be A^ed 
Loan secured by Purchaser's taterest in the Barge Project Only 


Shareholder Structure 


There will be three classes of stock two preferred and ooe cemmon. The Purchaser will purchase the Preferred A 
Shares ^ the Common “Shirei. Enron will own the Prefttred B Shares. The summary below indicaaes the 
economic inicresu before and after the Trigger Dam. In each cas^ the table Micaies the Cuh Flow r^hu of each 
shareholder class after the previous class shareholder has recciveil their perceM^ share of the Cash Flow. 


^ODomic Interest (Percent of Cash FlowTCPO 

S i MtCIW eB jriKffPpIt PMTritMTDatc 

Preftired A (Purchaser) O.IMofCF OlMofCF 

Preferred B. (Enron) 9.9% of CF After Pref A SS.OHofCF After PrefA 

CorruniJii Stock (Piitehaser) lOO.OOS ofCF After Pref ARB lOO.OOHofCFAfterPrefAAB 


Before the Tritger Dale, die Purchaser is expected to receive apptolilttalely 90)t of the Cash Flow vie the Coininon 
Stock and a small percenUge Som the PrefeiTed A After the Trigger Date, the Enron Prefeiied B Shares receive 
appnixinateljr 99.0!4 of the Cash Flow and after distribudoii to the Prefeired A and Preferred B, the Common 
receives the residual distribution o f the Cash Plow 



Earoe Nigtris 
Power NoMlaf 


xr 


Lorn 

75% 


Ear»al«fcriB 
BarpHaMag 


StandwdOAM 

CMtna 


iitt 


Third Pnijr 
SPV 


PrefemdA AS 
and Conmen <2) 


OEC 

1 — ► 

ElUMNigtrie 

BwgcUd. 

PPACII J 

UpHSUK, 

Niteria 

Nifera 




^ Cedi 

4 
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TIME LIKE 

(l> PPA is between Enron Nigeria Power Holding Ltd and the Lagos State of Nigeria. Subsequently, Che rights 
to the PPA (barge acdvictes only) are assigned to Enron Nigeria Barge Holding Ltd. Which in turn assigns 
the ri^ts lo Enron Nigeria Barge Ltd. 

(2) Enron Nigerian Barge Lid. AAB Preferred and Common Shares are issued to Enron Barge Holding Ltd. 

(3) Prefeired A Shares and Common are sold ftom Enron Nigeria Barge Holding Ltd. To a third party who 
assumes true equity risk involved with the Enron Nigeria Barge Ltd. 

II. BARGE PROJECT ECONOMIC SUMMARY 

Cost Summary fUSSOOO) 


Power Barges 

$25,000 

Barge Upgrades and Onshore Cow 

15.800 

Total EPC 

40,100 

Mobilization 

1,014 

Oevelopmem Costs 

1,500 

Working capital and Spares 

2.119 

Contingency . 

181 

Total Costs 

$45,614 


Projection of 90S of Net Cash Flow (US 1000) 

Year 2000 Year 2001 Year 2002 Year 2003 Total 

S9,123 S13,3«Z S13.706 $3,410 $39,691 

The $45.6 million project costs are to be paid by Enron. The net cash flow projected over the three year Phase 1 
project life is S44.1 miilioiL ud d90H of the three year cash flow is $39.7 ntllm. 

It is the intention of Enron to piovidB to the Inve^or monihty distributions of set cash flow, and to have an Enron 
afTiliaie provide up to 75S of seller financed debt. The proposed debt pmod b three years with an interest rate of 
12% per year. 

in. ENRON OVERVIEW 

Mefrill Lynch’s reiaiionship with Enroa Corp. (the Xompany** or "Enron") has developed signifleantly over the 
past year as Ennm will gencfaie more than million in investment banki^ fees in 1999. The following points 
identify current issues related to the and significant recent Enron transactions in whidt Merrill was 

Involved. 

• Lead managed Azurbt’s, Enron’s mteniational wder utility subsidiary, 1PO($700 million) 

• Advised on subsequent S23S miUion acquisition of AMX Acqui Management Inc. 

> Cufrentfy working on several buy side advisory assi^ments 
— Colead for SS0O>750 million high yield issuance (currently on hold) 

• Comatuged a New Issue Common Equity offering for Enron Corp. ($865 million) 
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• Cmrently wtjridnft w«h Ihe CFO to r»ise » S500 million private equity fund (UM2) 

» currently pitching to become Enron's fmanciai odv'nof Tor priviie equity in its lelccprnmunicMions subsidiary 
(Enron CcNutnunicatioiu) 

• The Company is actively exploring power opponuniries in coniinenial Europe 
Company Ovors^gw 

Enron is a |tob«l diversified energy company. Enron U the largest buyer and seller of nacurai gas aiKf elecorici^ in 
the wnld aDd owia 32.000 mUes et mmKti pts la tfte U.S. the Coti^tany ikso s one of rtte iiege^ 

iodependeat developers, operaton and prodocen of dectrkiiy worldwide; with faeil'mes U Europe. Asia, the 
Amerieu aod the trifle Rim. Once completed, the Comptay's Joc4*hnil fdier optic network will be the fim 
tmuiiES biritbovK at the U S. Addi&mally. ftrei^ 'm la^nwdorad water eom^y, Enrem owns and/or 

Operates water systems in the U.S.. Europe, Canada. Mexko aod Aigeatioa. As of June 30, 1999, Enron's total 
assets were $34 billion and Hi equiQr madeet aqthalizaiion was approximately S3i billion. For the year ended 
DeceiAtMte 31. t^S, Enron gener^ reveaoc of $31.3 bilBoc^ up 52H owe the yw emted Decesi^ 31, 1997. 
The Company has grown ks revenue and t^terwiag prolb at m aiuniafized rate of 30% and 30% over the period 
1993 te 1991. respeaively, and bas been named the most innovative company in the world by Forbes for the 
past four years. 

Enron u organized as a boldlog company with’ four energy-related operating subsidiaries (Enron North America. 
Enron Gas ?4>elKtes. Earoa Entegy Services and Portlaitd Cotenl) a ^erommwicii^ns subsidiaiy CEnroa 
Comaiunicadaeu) and an ratenaiioiul wKercMopany (Azurix). Snroa'srcfBlatcd business includes two operations 
natural gas p^lines. comprised of Eoron Oas Pipelines, wbtdi owes and operates all of Enron's foderaily 
reguhued Irvterstaic naiont gft poises, aod Poitl^ Genera! ^oron re^^ anaoimce the sale of PorUaitd 
Cmtei4 whirii riiould close u the next yearX an efecirie dissibuttoft. trmumiraicM md j^nemioo con^any rarv titg 
the Oregem markxt Wholesale enetgy services, comprised of Enron North America, Is cuirem^ Enron's largest 
business as measored by opetaling preSt, and provides CMsmodity sales (natml gas. eiectrieby. ami other energy 
coumiodldra) and services (asset asiagtenent. r^ maitagemeai) to large industrid. ccMBuneretN and tnility 
customers in the U.S. and iateniaiioaally. Earon’s newest energy business U its rotaiJ energy services business, 
compased of Enroa Energy Services, whlrit provides total energy Qttuoorcbg solutions to major cotpotatloos tn the 
US. These rohdirau bchide 1o&«str«lUR mani^iaaent packaged w^ new etju^ment msiallmkm ctNiunodi^ 
purchases on behalf of the cotporve custemen. 

Eros’s two newest btedaesses. Emoe CMUiamiearioits mad Azurix. are positioned te tidee »ivaRia|^ of positive 
business ftmdameniab outside of Earoa's ene^ operations. Enron Communications is corutrucilog an over 10.000 
mile nationwide long hmil fiber optk networic diat wiQ offer broadband ^Ecation services over an Internet 
Prtwxiti n^wcHk. Additrosiily. Enron Cranmunicatioss is pursumg an oppofronliy to crome a markm for the 
trading of bandwidth ciqwdiy on Ifocr systems. Azurte is an SS30 roltliOT pubtidy iracicd intemMional wucr 
company (70% conirolkd by Enreo) wbkh plans to take advanu^ of the sigoiricanl opporouities that exbi for 
private sectw p«tiegte^ a the water mthsuy. iad^tg tailing exHuE^ watw and wutewmer systems 
via privaiizaiions. providiag waier aod wastewater rei^ services to municipsi a;^ lodustriil water maikets and 
developing and mansging water resources. 
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Management UnR: 
Group: 

Project Start / Ftobh: 


APPROPRIATION REQUEST COVER PAGE 

{$ in Thouaanda) 

CICG Project Name: 


IBK 

Needs to Close ^ 12/31/99 ~ 
Takeout by 6/30/00 


Financial Commitment: 


EXECUTIVE SUMMARY 
EntiQr: 

Facility: 

Request 


fecial Purpose Vehicle 
S7.0 MilKott Equity 
STOMitlioa 


Enron Nigerian Ba^e 
Equity 
S 7 Minion 


Expected Ratingj B>, B3 

(Moody *a/S&P): 

Maturity: Less than six months 


Use of F f ucceds; 
TIrabif: 

Isdepeedcai Auditors: 
Company Coowel: 
Uedcrwrlier Cousek 
Fees: 


To purchase common and preferred equi^ in a Niferian 
Barge Co^ iodireetly owned by Eorpa Carp. 

Closing by year end 1999. 

NA 

Vincent & EUdas 
NA 

Proposed S250,000 plus t5H per «««»«*«* or a ftat 22.5H 
return per anaum. 


ML Research Coveragr: 


Leo J. Kebcr 


Jeff McMahon, EVP and IVeaiurw of Enron Corp. has ashed ML to purchase S7MM of equity in a 
special will allow &kroti Corp. to book $12MM of earnings. Enron must close this 

transaction^ 12/3 IW. Enron is viewing this traiuscttoii as a bridge to permanent equity and fliey have 
assured us that we will be taken out of our iavesiineiit within Six months. Tlie investment would have a 
maximum 22.5% retwiL 


^ ^ ^**** mounted power piaots in service by February 2000 in Nigeria. The fust 2 years 

of cash flow u projected to beS39 million fitun the Nigerian government Enron waxto to sell the first 3 
yarn of cash flow for 52SMM. They propose to do this by having ML establish a U.S. special purpose 
own^ by Merrill Lynch. The SPE will be eaphaltzed by our S7MM investment and a 
K I MM nonrecourse low from Enron Corp which will then purchase non-voting cominoa stock « the 
Enron wbsidi^ that the bvges. Enron will have a total investment of $46 MM in the project. 
Eii^ IS in Ktive negotlitioAS with several equity investors, including Marubeni. However, they are not 
able 10 close ^ transactioii with a kmg-term holder by year-end Enron will fxilitace our exit from the 
nnsactioii with tiurd party investors. Dan Bayly will have a conference call with senior management of 
Enron confirming this commitment to guaranty the ML takeout within six months. 


Enron has strongly requested hO, to enter into this transaction. Enron has paid ML ajigtroximately S40 

millioa in fees in 1999 and is expecud to do so a^in in 2000. 
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y5llefTniI.yiieh 

APPROPRIATION REQUEST APPROVALS 

Maiugamem Unit: CICG proi«ctNam»: Enron Nigerian Bargn Enuily 

Financial ComnniMni: million 

SPONSOR: 

Originator • 

Itoa ControUen 

UfA Head: 

Group Rnance Director 


Group E^^ 

Othtf Rwtoiw 

DeMMsIosts Capital 
Committee: 

Peer Project Review. 

Date Approved 



Chief Fmancial Officer 


Executive Committee; 


AucBt and Fnancs 
Commie: 


Other 
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Appendix 


l PROPOSED CORFORATeSTRUCnmE 
TtmacMwi Smicnira 

FurehiseEquiQrConiributioD $ 7.00 Million 

Ac(|tilsfti(»il«ia{l^t£»r^to5PV) 2 ^.00 MIKm 

Totnt Purdhuue Price SaiOOMiHioa 

Ba^t 25% Imenial ^us* m Sealed tqolQf fco ^mhixg. 

i^cqunitioD Loa Tcnns; 12% Interest Rnie, 24 Moiili Term, Amortization to be Agreed 
Loan sccuared by Purcbaser’i interest in tim fivge Fix^ea Only 


Tbem wilt be ihrte classes (HTsmck tww p ee fi ttee d and one csboiim. lha Psrdiaser will {xschess die ^efored A 

Sbam and dwC9minoD*‘Sbares. Enron will own the Preferred & Shares. Tbesinimaiy below indicates the 
econcmik interests before and afta the Trigger Dau. fe eKh case, the table iadkates the Cssb Flow rights of each 

shareholder class alter the prevfevs class shm^lder has received tbeir p»etBla|e share of die Cash Flow. 


Economic Interest (Percent of Cash Flow 




ffflTrigwrP^it 


Piefmed A (Perdhaser) 
Prefmed B. (Earon) 
Common Stock (Purchaser) 


0.1HofCF 

9.9% of CF After PKfA 
100.005 ofCF After Pttf A&B 


0.IKofCF 

99.0% OfCF After Pref A 
lOO.OOHofCF After Pref A&B 


Bidroredn Triser 2>ite,.dte Put^aser b exfiecmd to rwdva affnadmaiely 90%of die Cash Flow via die Common 

Stock arid a smaft pezcciuage from the Preferred A. After the Trigger Data, the Enron Piefemd B Shares receive 
apprwdmstely 99.0% of the Cash Bow and after deiributioB to the Preferred A and Prefeifed 0, il» Ceramoo 

n»w!y«$ the nt^dual dtstribudoe of toe Cash Flow 




&H«arS(toto 
PawBaidtoi j 
Lai. 

1 

■jlllfl 



Cerwi Nigeria 
to i ige H o i t Hig 
L«L 


SttfieenfOAM 

CenOM 


TiiitePinr 

RE 

invesor 

SPV 

n 



I^OlcdAltB 

4BHlC«aMniM(2} 




bimiMfeM 
Begeyi. ' 

uS9l 

lagMStM^ 

Nberia 





r — 



1 
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T1MEUNE 

<1} Pf A » bei>w«ea &ifixi Nlgnti Powtr HoMing tsd end At Lafc» Suie {^Nign^a. Subseq^^niy, ibe ngbis 

10 tilt PPA (baige activities only) are assigned o Enron hTigerii Barge Holding Lid. Which m cum assigns 
Che d^iDi 10 Enron Nigeria Barge Ltd. 

(2) Enron Nigerian Barge Lid. AAB Prefenred and Coninon Shares arc issued to Enron Barge Holding Lid. 

(3) P r efa nre d A Shttcs asd Commcai arc sold Earns. Hl^i Barge HoMing UcL To a third party Mdso 
assiunes nut equity risk ravoJved widi she Enron Nigeria Barge Ltd. 

II. BASUSEPBOJECTEC^NOMICSliMMABV 

Cost Summary fUS SOOO) 


Power Barges 

S3S.OOO 

Btfge Upgrades and Onsbore Cost 

13.800 

Total £PC 

^.109 

MobiOeahioa 

1.014 

Developmeot Costs 

1400 

Woikhig capital and Spwes 

2.119 

Candn^cy . 

111 

Total Costs 

543,514 


ProiectUmof^OHofHetCadtFtewfllSSOOOl 

Year 2000 Year 2001 Yey 2002 Ycar2OT3 Total 

$P.123 $13^62 513.70$ $3,410 $30,591 

Tlie $4 3.5 million project cons art to be paid by Enron. The oet cash flow projected over the Ifsiec year Phase I 
life is $44.1 n^Boa, and d90H ihe dtfce ^ir msh 8o«r is $39.7 laQikm. 

It b the intentksa of Enron to provfib! to dse Eavcscor monthly dis&ibodoas of net cash flow, aad to have an Enron 
alBli^ provide up to 7SH of sdkr finaaod (bbL propped debt period U three yem w^ an interest rate of 
12% per year. 

in. ENimN OVERVIEW 

Menrill Lyndi's idadonship widi Eanm Corp. (the "Company** or "Earon’^ has deveh^ sifu'ficantly ever the 
fSK year as Eiaoe mil ^ecuB mors ^aa millkm is mycstiseai banltuqs fees « 1999. the fodowisf poinu 
identify current issues idated to the Company and sigailkant recent Enroo treruactions in which Metrill was 
involved. 

• Lead managed Azurix*s. Enron's mteroatioDal water utlliiy subsidiary, IPO ($700 mtllko) 

- Advis«4 OB. subsequent 5235 miUton wqubhten oFAMX Acqu* MoAUfctnenc Inc. 

•• Current^ woH^ mt seven! b(^ side Ktvirory msignmBits ^ 

- Co-lead for Sj00>?50 millioo high yield issuance (curreiiiiy on bokQ 

• Co-managed a hkw b»ie Promos Eqmiy ofFi^ng for Earon C^. ($S55 milltmt) 
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• Cuirentlx wcricins with the CFO to nise a $300 million private equity fund (UM2) 

• Cumnify ptKhing to become Encon's fuancial advisor for prfvatp equity in iu telecommunications subsidiary 
<Earca CommuoicadMis) 

• The Compuy is actively explsriag power opporamities in asntinental Europe 

Coreganv Overview 

Enron U * gl(^ diversUled energy compMy. Eoran is the hugest buyer and seller of Miural gas and ekceicky in 
the »ad omas 22,600 mfles of itMind fu p^mee is Company aho is <me of the latpst 

independent deveiopen, operaurs and producers of clec&rici^ worldwide, with fteilitks in Europe, Asia, the 
Americas and the i^ifie Rim. Once caowieted. du Compaiqr'a kieg'hmil fiber optie aeiworie will be tb« fint 
limsfset f^oioMl fmddieiie Jo ^ U.S. throi# IsttasioBaJ inttr odo^k^, ^on ow» wtdfor 

operates water ^sterns in the U.S. Europe, Canada, Mexico and Ai|eadna. As of June 30, 1999. Enroifs total 
nsseu were 534 billion and its eqor^ marto Gaphaliatk» was q^NOXimsicty 532 bfflion. For Ac year coded 
Deeet^rorai, 1995. Emu mwamieof S3i3 ^ 52H the year ended Dem^erSI. 1997. 

The Company has grown its revenue and c^peradag profit at an anmudized nu of 30H and 30M over the period 
Aoin 1995 to 1998, respeciively, and has bc« nam^ the most innovathre con^uuqr in the world by Fortes for ite 
pBstfijuryeKs. 

Enron a onpnixed as a holding company wHh four cneigyHrclaied operating subsidiarks (Enrol Nerdi Aniciiea. 
Baran Oes &>ios Euigy tevfoes nd ^esfond Ckamal) a teleeoowmiesiotti sst^laiy 

CcmmaU6«tkms)wBdaBiman^<wiaIwster«3nipmqr(AzBnxX Sana's rcgulncdbuslneunchides two tperadcais 
> natural pm pi^Iiaes, coaEprised of Eitmi Gas Pipelines, wtijcb owns and operates ill of Emon's federal^ 
rrgutead titarsaia nasuial gas pipe&ies. ud Portland Qcner^ (Enron recer^ announce the of ^rtknd 
Gmerti whids stxrold close in the next year), an eiecenc ^stibiition, transxnKudMi and lenention company sen^ 
Ae Oregon market Wholesale energy services, comprised of Enron Nordt America, b coneaiiy Enim'i Iwfest 

butiaess » amnned by ^peratinf profit, end provides etKBBodi^ wlcs (naronl ^ •foewie^, sad Mber energy 

cQffisiodiues) and servicei (ameS aauigcment, ride mtwgfemwit) m ivge Indualal, eommaelBl and uuUry 
customers in the U.S. and iniereatkMully. Enron's newest eamgy business U its retail energy services business, 
comprised of Earon Energy Iteviees, wbidt provides total em::qiy outstaacang sdudoos to mtiar cocpmatkns in Ae 
U.S. These solutltHii inehide k&asirtteiise n aa wgo nent pa^sipd widi sew ccp^mcat insailadon and eoAmMlU^ 
purchases M bduif of the large corporat e custonun. 

Enron's two newest bttBtrawa. £en» Omvssaact&taa tad Arntrix, an poshiened a advant^e potUivo 
business fondiiaemsU outside of Enron's energy opcfttioas. Enron Communiestions is coostnicting an over 10,000 
mile nsUonwide kmg haul fiber opde network that will offer broadband spplieation servket over an loUrees 
^t^coi m^urork. Add^kmally, Enron CammimtcarioRs is ^nimg as oppomutiiy i» creme a market for fo* 
uvtdmg of bandwidih capaclqf on fiber syaxttns. Azurix is so S<i0 million publicly waded bMematioul water 
company (70% controlled by Emon) which plans to take advantage of foe sigrd&ant i^onunities that exist for 
privme sector pstk^patfon ai foe ifoM wmor fofomry, weiadmg acqutrisg mckdag waaer vt4 wamewiur sysroras 
via privatixatims, providing wanr and wmtewater related services to municipal and induiorkU water mark^ and 
devekrpinf and managing water resoorees. 
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APPROPRIATION REQUEST COVER PAGE 

(S }n Thousands) 

Maoagsmsnt Unit aCG Project Kama: Enron Nigerian Barge 

Equity 

Group: ^ iBK Financial Commitment: STMilli&q 

Project Start /Finish: Needs to Close 9y 12/3 V9S •> 

Takeout sy 6i3CA:a 


ixzcrnvE summary 
E ntity: 

Spacial y’atpoxe Vehicle 

Pacilily: 

S~.i MilJioo 

Request 

5T.0 Million 

Expected Ratiegs 
(Moody’SrSdiP}; 

3-. 33 

Maturity: 

Lest slan six mocd'.s 

Use of Proceeds: 

To purchase common and preferred equity bt « Nigeriao 

3atge Co., indireedy owa^ by ^rtm Colp. 

Tloing: 

C*.o*u*.j3yyc3f end 1999. 

Indcpeadcnt Auditors: 

N‘A 

Company Counsel: 

Vincccf <fc Elkins 

t’nderwrirer Counsel: 

N.A 

Fees: 

■•’"''^gosed £5&.00a^'fj5 : i*,4 per annuo ar a ^ 22 jT'i 
.■eiuia pe.* sjaao. 

ML Rtsearcb Coverage: 

LeoJ. Xclse; 


Jen McMahon. EVP and Treasurer ofHnron Corp. has askiedML » purshase S7NJM of equity’ » a 
ipecial purpose vehicle that will allow Enron Corp. to book SI2M}vl of earnings. Enron mus; close this 
transaction by 12/3 1/99. Enron is viewicg this transaction as a bridge to penoanent equity and they have 
assured u$ that we will be taken out of our investment within six months. The investment would have a 
maximum 2Z5% return. 

Enron will have 3 barge mounted power plants in service by Februaiy 2000 b Mgena. The first 3 years 
of cash flow is projected to be5J9 million dcm the Nigerian goverunem: Enron wants to sell the first 3 
years cf cash flow S2SMM. The)’ propose to do this by having ML establish a U.S. special purpose 

eiidr/ (the SPE”), owned by Merrill Lync,-.. The $?5 wjll be cashaiizsd by our S/MM invesncent and a 
S2 1 MM non>recaune loan arom Enron Corp which will then purchase aon-voting common stock b the 
Enron subsidiary that owns the barges. Enron wilt have a »jtal iaveetment of MM b the preje^. 
Enron is in acrive negotiazzons with several equity Investors, including Marubeni. However, they are not 
aolc to close the transaction with a loog-term holder by year-end. Sana will .’'acUiuue our exit the 
transaction with third party investors. Dm Bayly will have a eenferencs call with senior management of 
Etiron confirming this cooitmcmeoc to guaranty the iV£L lekcotn within six months. 

Enron bos strongly requested to enter bto this transacdon. Enron has paid ML approximately S40 
minion b fees in 1999 and is e.\pecied to do so again in 2000. 
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Appendix 

L raOPOSEB CORPORATE STRUCTURE 
Ttjimrion Siracncc 

Purchase E^uhyCooiribution S 7.00 Million 

Acquisition Lon (ftwB Esraa tQ S?V) 21.00 Ntillion 

Total PurchasePries S2S.OO Million 

Bails: 25% lnt«Bal Batt of lUtura oo iasesati equity ibr Pur.*»a«f. 

Acquisition Loan ToRos: 12% Iciest Race. 7* Mondi Term. AaeiiiswaD to h* Ajreed 
Lean aossttd ^ Turchaser'i intecs in the Barja Project Only 


There will be Ovee etasscs of stock two pn&tTcd ^ oc« senuaoa. The Porchaset will purchase ihc ?nferr*d A 
Sham and die Common “Shires. Esma will own che Preferred 3 Sham. The mmiiury beiow i n i fica ce i the 
esofiomic interests bem u4 after the Tn^er Dere. In each case, the table bdi ems the Cash flow rights of each 
sbareholder cUss after the previous class shar&Hoic:; has rccerved tfwtf p a mn ags share of the Cosh Flow. 

Scasonie Intereit (Percent of Cash F.ow (“CFT 


Preferred A (Purchaser) 
Pref er r ed 3. (Enrofi) 
Common Smek (Purchaser) 


s.:% ofCF 

9.9% of C? After Pref A 
100.005 of CF After PrefA&B 


0.1% OfCF 

99.0% ofC? After Pref A 
100.00% of CP After Prtf Ai3 


B^ore the Trigger Date, du: Purchaser is eapected to receive ipproximeiely 90% of the Cash Fto w via the Common 
sick and a small p«r«aa|e ftom the Prefeted A. After die Triggfw Date, the Enron P refer red B Sh^s receive 
ipproximawly 99.0% of the Cash Flow acd efter cUnibcaon io die PreSsred A and Prefened S, the Conunco 
receives the residual diivibudoo o£±LOsilxl&: 



MM 


EMM^egeria 
huge Lid 



Cob 
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TZMSUNc 

Cl } b«cw«ai Enron Niseris Power Holdins Lti and the iJtsos Sosk of Niserii. Siibsaouody. the ri^o 

m ^ PPa tetivitiss ecly) se mipm to £an% Hissi* Hoidlh; Led. is cyrs a3si|ss 
flie risha to Eitfw?lisefit L.’><L 

(I) Shies Ba^c U1 A&8 Pre&sKt! ssd CenuoKi Sum «* iueed se Eaten 3«3c Hokiss Ltd 

(2/'’ Prefenred A Sturea aad Comnen re »ld from Eanm NIstra Bv^e Koldins Ul To e third pany who 

«uisaB» see luic iavoiv^ wtdi eic &uttt Hisris Bars* Ltd. 

a BARGE PROJECT ECONOMIC SUMJVUBY 

CottSuaMMivm5S000> 


Pdwiff Barges 

S23.000 

Barge Us^Mies mi C&ihon Cost 

15.100 

T^EPC 

40.t00 

Mobiliiaiion 

l.OI* 

Dcvekpfflcst CoRs 

UOQ 

Working capital aad Spares 

ru? 

Coittiogeney . 

13! 

Total Ci»ts 

$45,SU 


ProicKton of 90% of Net Cash Flow rcS S0001 

YeafSOOQ Yw 2C&! Year 2002 Year 2005 Total 

S9.123 S1j, 3K Sle.TOo SS.-iIO 539.491 

The $45.6 million jarojte; coss x*e to Se raid hy Evoa. The aet cash now proiec%d over tte Offce year Phase I 
project life is S44.i miiilon, aad49(Kiat'diedireeycar cashflow is $39.7 miUioa. 

If it the insenihan of Saton to provide to dis htvestor iaoa±iy distrtbotioas of aet easli flow, xad to iav« an Earos 
aviate provide up to 7SK of seller nuncad debt. The proposed debt period hree years with «a ia<er«tst raze of 

13K per year. 

la ENRON OVERVIEW 

Merr^ Lynch's redadmtship widj Eh.'aa C«p. (fit# *ireni?»ay“ « ”Ear«0 has devel<^ sigafeuatfy owr the 
past year ax Emoo will senerate more than 540 million in iavesTner.! b a aK ns £eca in 1999. The folkiwas poims 
teentify rerrent issues related to xm Ccmpsny aad sisnifeanc rtesse Earoa tnnuedens k which Merrill was 
kvoi^^ 

• 1 ^ aasoaeed Azurix’s, Enron's ktersatieiul water inilliy subsidEaiy. IPO (5700 nuUien) 

■> Advit^ en it^stapaem 5235 alUi<« a^taidon of AMX Aequa Mam^|ec»nt fee. 

> Cufrendywocldas on several buy side advisory auisncienis 
- CcKlead for S50O>75a niUioo hi^ yield Issuiace (carreaTly oo hold) 
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• Conrsfltly wsjrldns with tl» CTO n nisa a 5500 million privi:« eosity fusel (UKC) 

• Ciimtoly m bmtne Eam'i fuaaetsi advi»r foe privan in el&comaume^lons subsidy 

(Eorcra Coaaaunicatioiu]- 

• TbeCoiR|»i^a»3iv«iyexploria;powero9Ponu:^esmcaatmecaiInr9;» 

CopPMiy C>vep>i*w 

Eayort is a j^iobal divmtCed cscriy eetr^y. Sarcm u ^ vuT^t bv3y<r and »eU«r ex situnl fas aad a leestcity in 
:ht world and owqs 3ZOOO miles of nacnl Jpss pip^ines is the IT^. Tae Company also u one cf He larges; 
iadepe»d«iic devd^eo. opaioei asd pmduear^ <k alecsiehy woridw^ wi& SKiimcs is Sumpe. lHc 
A merieas and die Pseigc JUm. Onex ssoplemd, Csspuiy's iens-haut fiber epiie ii«nv»ric will b« first 

Inune: Protocol baskbene in dia U^. Additieiully. its isienuc^at water company, Eston owns and/or 

opentcs water system* ui me ^xept^ C an a da . Mexico and M of June 3^ Emon's tool 

asieu wera S2* bQUoc and Hs ct^tty madcBt oaoitaiissdoa was approxiraaaely tS2 biUton. For the year ended 
t^ember 31. Earott fcnanuid revesua of btllion. up 52% over the year eatied Deeamber 2’.. (9^7. 
The CoRipmiy has frown la levcnue and oceranns profit at mi aanoaiisad rus of 50% and 50% over the period 
1995 to I99S, rsspcenveiy. and bas bees names me mau; innovative company in the world by Forbes for the 
pas: four years. 

snroa is argaaizsd as a beidmf emnpat^ w:di hat m:Rsy<felated qremsss (Sana Moish Aswnca. 

inren Oas Pipelmes. enrdr. ssecfy Ssfvtcas and Portland Cesarai) a mIeectsBunicoesns subsidiary iSruren 
Caeiaiucteanens) aed u uiamadOBai water ismssuiy (Aasi*). =nr=B’s rejclatsd bustneu 'inelcdw sjserwien* 

• namroi %ts ptpelir^s. eaeaprmed ^ Inma Cos p^elmes. which qwi» and a|»rKes all or* En^'s federally 

rejalared iitssrsa* nanani jas piptriiass, and .^onlani C-cnsnl (Ettco rsesatiy aanouace die ale or* Ponland 
Cencrai whico ihouid cicte m Uis aort: yev). in eissar.: aisefeunan. amssmission aid fenmnios company servini 
die Crejon smksi. Wholesale energy ssrvlcn. misprised of Enron Tvertb .Knctka, is eaiTsatiy Ssron's lorfsm 
aosiness as meuunul by operwieg proRt. and provide* wmmedity sals* {aawnl ^ eieoacrity, and odier enrrsy 
esnupedtties; and services (asset masasexen:. nhic xanusrr.en:> ;c large Indusodst. commercial and utiiir/ 
customers in the VS. mS intenmumaily. Emon’s nevi^ busine^ is iis rttiul caes^ strvieos business, 

ccfflonsec of Hr.«r. xrtetiy Scviccs. which provides ratal nerZj ctxcarcras soiuricas to majer tcxonrjcr.s in the 
'C.S. These solunons taeiude inl^srucrjre .-oacoscmcm paeiosed wi& new ecuipRitn: uutallauoo and camstodiry 
purmsses cm behalf of the large earpotsti cststomen. 

EnrOR'i two aewest busiaesses, SA.’on Communications and Arurix. vs puhiceed to take advaauge of positive 
ausmsss Auicamenuls ouLTide of Enrcfi'i sn« 3 y operatieu. Enron Cmnstimiesnons is eonstsuednf an over ]0,QCC 
mile aatiSRwide long bsil fiber optte setwerk wiU efiier broasbaad ^pUevies services ovmr an Intemo: 
Prctocol network. Adchloeally, EraroR CommunisxLdns is pursuing; an opporruoity to emts a mvkit for die 
Taains of bandwidth opacity ea fiber systtat. Asurix is an St50 miHioo publicly S'aded hstematiocal wxter 
rsmpany <70% emttroUed by conm} ptess » t&s Ktvantage of tits slSS^Icsnt op^ rtt x ities mat <nust Idr 
pnvate seeter partietpauon In die global wver iadusdry, tftciudtns aesutnns existiag watv and wvtcwaur systems 
via privxtsuiORS. providias water ind wastewater rahted services to municipal and indusratal wxer mvkcQ and 
ceveloplni and maaagi&s wuer resourxm. 
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APPROPRIATION REQUEST COVER PAGE 

($ InDtousands) 

*»Mg4ment UnK: CICG Project Hi™*: Enron Nigatfan Sara® 

Egu^ 

Sroup: ^ IBK Financial Coirnnitment J7Maion 

>roJect Start /Finish: Nseris to Close ty '2*31/59- 

TakeoulSySaBBO 


EXECBTIVE SUMMARY 

Specjxl i^apoae 

WMtSmyx 

i7.0 MiUioo Stpiity 

IUM|llC9t 

S7.0 Million 

Expected Satiagt 
(MoodyVS&P}! 

S-, S5 

MatnJlty: 

leudiansixmosths 

UMofPrficeeils; 

To purchase cofmim and praTeifcd e(^ in a 

Bar$e Co, huluees^ envaod iQf Earoa C<xp. 

TioilBf; 

Closinsl^ycarsnd !999v 

Indepcadent Awdtttirst 

m 

Company CMuuei'. 

Vmecnt£ EQckis 

’Uadorwrfter Conmsth 

M 

Eecji 

IVaposedSSOsOOOpbs 15%p8raRBU3}«raS:tf32.S!^ 
mempcramiura. 

MILBeseare2i Coverace: 

Uei.Ke!ser 


JeffMcMshon, EVP and Tiwaarer of Eorea Coip. has asked Mt to pmehase J7MM of eguiry in a 
spetial purpose vdifcle that Witt allow Enron Corp. to book $12MM of earnings. Enron mast close ftis 
nansaction by i»3l/99. Enron is viewing ais transanioa as a taMge topomaneat equity ataj ttiev have 
assnted us that w* will be taken out of our investment within six moniis. The Investment woald hive a 
nuodttium 22.5M rotani. 

Enron will have 3 hnrfe jnoimted power plants in service by February 2000 in Nigeria. The first 3 years 
of eash fiBvr is projecssl to be539 million Som the Nigerian govannwK. Enron wants to sell *f Erst 3 
years of cash flow for S2SMM. TheyinopmeiodoaisbyhavtajML establish a U A fecial pwpbse 
entity {the SPE*). owned by Merrill Lynch. The SPE will he saphaliaed by out SIMM Investmeot and a 
S2IMM nothtecourse loaniroin Enron Corp which wnli then putchase aon-votiflscoautloa stock in the 
Enron subsidiary that owns the bargej. Enron will have a total invcsnnant of M« MM in the project, 
Enron is in active negotiations wilh several equity invesajs. iicioding Marubeni. However, they am not 
able to close the transacSoit wto a tong-tenca holder by ytaMttd. Emos will fKalfale our exit fiosi the 
ttansaetion with third party investors. Dan Bayiy will have aconfeteace call with senior management of 
Enron confittning this commitroent to guaranty the Mt takeout within six moitths. 

Enrott has strongly requerted ML to enter inro this uanacticn. Enron has paid Mi approximately $40 
million in fees in 1999 and is expected to do so again in 2000. 
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Appendix 


I mOPOSEnCORPORATSSIBOCTURE 


PiaFliaseE<tiiityConeit«tle3 $2.00MiUton 

A^u^tkHftL^Cireaft Boras t»spv) 2lj:» &iina^ 

tot^Pun^Ks?xtcs S2$.O0 MUDoit 

BasiK 2S% Ifunnai Sbm of Xmm ea invesad ^ Psithascr. 

Ac<{t^>!ioft toss Terms: I2K!{»sme!Mcfi,24M(m&Tefc^ Afttotl32»ieAtebttA||^«Me^ 
Loan secured by furdiasef *a axt ete si ui dx Barge Frojecc Only 


Tbera will be thrae ch$s&i of S9ck two ptt&md aad flr» coruooil tise P'jrabastf iptuthast ^ Prt foired A 

Shares tod ^ Coixinioa "Sum. Borao win own the Preferred B Sham. The Kuosnacy bekrw indtcaies the 
ecoQomk; loiereets befere and after ttie Tn'sser Daze. In eiu;]i esse, table fe dica t ia! the Oub Flow of etch 

shjcebctder class after tbs ^ravious cla«i ibweiieMer has received yereeatsge share of the Cash Flow. 


Bcosomic Interest (Peraeot of Cash Flow ("CFO 


0.1HofCF 

$9.QHofCF After Prof A 

ICO.OOH of CF After PreiA&0 


iWennrf A (^arahaser) O.l^iofCSF O.lHofCF 

Preferred 55HofCFAffcerI^A 99.0HofCF AfterPn^A 

ConuDon Stock (Purchaser) 109.005 of CP After PrefA^B I00.09H of CF After Prof A&B 

the Trigser Porebuer is expected to receive approxhnately 90% of ftw; Cuh Flow tria die Comtt^ 

Sradt and a sunll pereetKage ftem the Preftcred A. After dw Trigger Dam. the &t»»n Preferred B Sharts reeeive 
appioxicttantiy 99.0H of the Cash Hew and after disoribvtioo to fee PrefenW A and Prefeired B. fee CornmoQ 

reeeivss th« rosidoal dindhutioe c f tfis-gaah Plow. 
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’nMEiWE 

(!> ?FA is bstwwm Earoo Kifferic Fovcr Holding toi and th« tat^oi State of Sobsequea^, the ti^u 

to th« PPA (base tc^vitses oa^) m to Esros Sars^ Hoidkg ltd, Wh^ in mm a»^gBs 

the ri^tm to SncoO Kigeiia Bar^ Lta 

C2) EoroftHsenai BArs> ^ Prefmedai^Caam«i Sham ue Issued to Etmui Birse aotdl&g ted. 

(3)'^ Prefermi A Sluur^ asd Comincai vc ^oa Esion Mgeea Bage Hold«s Ltd. To « third pety who 

vaumes tnte equ^ risk tn'ralvcKi widt die &EtfOB >nserk Baigc 

It BARGE PROJECT XCOKOMICSOM&UBY 

CoffSttmmatvIOSSOQO) 


Power Barges 

S25,m 

Barge Ifyipades and Onshore Cost 

\s,m 

ToeUEPC 

4O.S00 

MoblBaaiiovi 

LM4 

Oevelqjmcatt Costs 

1,500 

Woilcag eap^ and Spsrts 

2,119 

Confiagency . 

ISl 

TetalCosa 

S45.S14 


PwHetaion of 90% of Ket CaA Flow fUS SOSO) 

Year 2000 Year 2001 YfotZm Yearim Totd 

S9.123 S13.3S2 SI3.?0S S3.419 m.m 

The S45.d millioA prc^ casts are to bepaid bif Emeus. Theaet cmli iSow {^ojtaried over the &ne i^ear^uee I 
project lift bS44.i milBonrODddSOHafdw three >ev rash $39.7 mlllioo. 

Ii is the iateidioa of Enrart to i»ov^ to the kv^oe tso&dib^ dhtrftutimis of lutt esdi How. sad to hftve si larao 
liEliSte jmiv»3e op to of seller ihsaiced debt The pRiposed debt peHod 2S dsiee ^»ni'with «ar iaserest rate of 

12% per year. 

ni. ENRON OVERVIEW 

Marfli Lynches ie!ad«tsidp witJt Eiroa Corp. “Ccaopany*" or “Bapoo’*> has dcvi^cpwl 

past year as Enron wfU getHnr^ dsaa mili^ kkvess&ets banl^ Res k 19^. the fiiUounos pokts 

identify current luues related lo the Company and significant xeemt Bmon tnmsacricnu In which Me^l was 

mvolved 

• Lead managed Azurix's, Essroa's iawmadonal waier tuiliQr subsidiary, SPO ($700 mOUea) 

» Advised on si^»$equ«m S235 aiilbs acquudUon of AMX Acqua Manag^ent loe. 

- Cun«&^wotkkgons«%nefalbuysidea^ciya^gfiSmts ' 

- Co*l^&f3dQO*>7SQ}nUnoBlu|^yUUtUsiuaoe<cuReatfyociboId] 

• Co<aianaged a New issue Common Equity offetmg fat Eoron Corp. (5S$S million) 
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* Cutrendy woridag with the CFO to nita a S500 million private equity f^4 (UMZ) 

» Cunen^y picchlns to beeeme Ewofl's Unuicia] advisor for private equi^ ut its celecommumcaiions subsidfiaty 
(Enroit Communieaiioas> 

« The Company is actively explore power oppoftu^esbeootiDeatalEviQpc 

Cogn»ny Qvtfvigw 

Enron is ■ ^cbal dWersiAed enersy eomp&ny. Eoron is the buyer vad jollcr of oarural gas and electricity In 
die world zad owis tsfles of gas j^filmes in the UiS. the Company also i$ one of $;e 
independent developers, opmion and produ^ of eleenieity woridwide. with in Europe, Asia, the 

Americas and Ao PaetSe fUm. .Odc* eompleted, tite Company's ton$>ha>d fiber optic network will be the first 
Imen^ ^Eocol bacldbmm m the Ad^oni^, dtmu|^ is iaten^onal warn Mtspany. Enrmi owns anchor 
opsraus water sysmms in the U.S^ Europe. Canada, Mexice and Argemma. As of June 30. 1999, Eomn's total 
assets were S34 billion and its equhy market capitalization was apprextmaiely $32 blUiim. For the year ended 
Oee^ber 31, 1998. Earmt genermed revenue of 833 InlilOA, up S2% ovtf ^year end^ December 31, 1997. 
The Company las grown in revenue and opemmg proCt at an annualized me of 30H and 30H over the period 
firotn 1 995 to 199S. raspeerivefy. Md bas bean named tbe most innovative compaay ia the woetd by Forbes for the 
purfofflryeus. 

Enron is organized as a hedding company widi ibur enersyreUted openoisg subsidiaries (Eottm Hoitb America. 
Enron Oxs PlpvUBca. Eoroo &ersy Serriees and Porttand CtiaonaO a u^^ececamuaieKioos substdlaty {Enron 
Commimiotions) and an mtrrnaritmai water compaay(Amr»). Enron's rtgubnxibtamess iaeludestwo openfioAS 

• nstuml gas pi^lmes. eostprised of Eareo Cas iKpeUnes. which owns and operates all of Enron's federally 
re^iattid imtrd^ namral gas p^eiines. and Fortiaod Cenemi CEow roceotty announce the sale of Portland 
General which should clom in the ne;c y w). an elecTic disvlbuihm. n&«nlssioi> and gesendai cennpaz^ serving 
the Ortgen market XVholesale CDcrgy servicm. cannprised of Enron Nenh America, is eurrcncly Eruxte’s Urgen 
hnsinen as mca^utred by opensbg profit; and provides commodity sales (natural gas, electricity, and other «iergy 
comtnodiefes) and services (asm msiagem^ risk mai^mect) to iai^ iodu^l. conanerc!^ and uriUty 
customen in the U.S. and intenuuioQally. Enroa's oevrese energy business b m ruail energy services businc^, 
c(»n|^^ of Enron Qacrgy Service, which pfcvldcs total tauigy outsourcisg solurious to major ccryoracions in the 
U.S. These sohtritms laclude mfimcraciute mutasoti^ patios^ widi new equipm«fU installation and vommodicy 
purchases on bcialf of Ae large coiporata customers. 

Sarea's two newest bosuursses, Enron Ceomoakatfonr ud Azurix. am positkmed to aVe advanage of positive 
business outside of Earoa's energy t^atioas. Enron CczBmurdcarions b constructing an over tO.OCO 

mile natienwido long Haifi lUm opde network that will offer broadband an>hoadon services ov^ an Internet 
Protocol network. Addh^aliy, Enroa OunmimNarfomi b pissumg an ^rportoohy crease a aaiker ^ die 
trading of bandwidth capacity oa fibv lystenu. Azurix U as SI50 million pcblleiy traded mtemafional water 
company (70% conicolled by Earoa) which phot to take advantage of the sigolScani ^ponuaitics that exist fbr 
privue semof partieiparioa k the ^obal water aufu^. iaelmjuqE squiring eaunmg warn asd wamwator ^sterns 
via privatizations, providing water and wasuwuer related services to municipal and mdustrial wuer markea and 
(fevolopiitg and managlag wm&t tcueureoa. 
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Managtfintnt Unit: 

Group: ^ 

Project Start / Finish: 


APPROPRiATJON REQUEST COVER PAGE . 

($ in Thousands) 

C1CG Project Name: Enron Nigerisn Bar^e 

Equrt/ 

IBK Finan^l Commitment: S 7 Mtllian 

Needs to Clese oy •> 

Takeout ay 6/SC/CO 


rxEcurm summary 

Entity: 

Faeilily: 

RM|at9t 

Expected Railage 

(Moody*vSdi?}: 

i>^turity: 

Use of Proceeds: 


Sseeia) porpose Vdiicle 
ST.0 \(uiieD Equity 
S7.0MtUioa 
3-. 33 

lifs qias six siontia 

To purchase eoimaon end preferred equity is a Nisenao 
Earp Co., wdireedy owo^ by Esroa Co^. 


TiOinj: 

Indcpcadeot Auditon: 
Company Couase): 
VadenTrirer Counsel: 


Fees: 


ML Research Coverafes 

Jen McMahon. £VP and Treasurer oz'Hnron Cor^. has asked ML to purchase S7MM of equity* in a 
special purpose vehicle that will allow Enron Corp. to book 5I2MM of earnings. Enron must close thb 
t^sactiott by 22/3 1/99. Enron is viewteg this transaction as a bndge to pcnnacent equity and they have 
assured uS that we will be taken out of our investment vathin six months. T^ isvesuneat would have s 
maximum ZZjy* mtuni. 

Enron will have 3 barge mounted power plants in service by Felmiaiy 2000 in Nigeria. The first 3 yean 
of cash flow IS projected to be5J9 million &cm the Nigerian govemmenL Enron waps re sell the firs? 3 
years of eash flow for S2SMM. They propose to do this by having ML establish a U.5. special putpose 
mttir. (-he SPE**}, owned by Merral Lynch. Tha SPEwiJI be capiiaiUsd by our S7MM investTt;«,nt and a 
S21MM nOATccoune loin frora Enron Cor? waich will then purthase aon-voting common stock in the 
Enron subsidiary tfutt owns the barges. Enran will have a total investment of Sad N(M in the project. 
Enron is in aen've negotiations with sevmi equity invesxois. ioclutyng Marubeni. However, th^ are not 
aolc to close the transaction with a loas'imts holder by year'Cad. Eaton will .^’icilitace our exit fimm the 
traASaciion with third party investors. Dan Bayiy will have a eoafrrencs call wim senior management of 
Enron confirming this cofflimtmeitc to guaranty the ^'(L takeout within six months. 

Enron has str^tgly requested >^0, to enter into diis transaction. Enmn has paid ML approximately $40 
miltion in fees in 1999 and is expected to do so again in 2000. 


Clcsmj by year and 1955- 
SA 

Vlncset d; Elkins 
Na 



Leo J. Kebcr 
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Management Unit: CICG 


appropriation request approvals 

Preftet Nam«: Enron Nisenan Ba^a Equity 

Fimnciat CARitcutment: S7 rniiSon 



Oth«r Reviews 


Corporate Aocrovais 
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Appendix 


I, PBOPOSEBCORPORXTZSraUCTtRZ 

•yranMetion Stnicture 


Purchase E^uny Cooffibudop 
Acquisition Loaa (fiwn Emoft M SPV*) 
Toai Purchase Pries 


S *7.00 MiiUoR 

2! .00 MifltOtt 

52 S.X Nnilion 


Basis- 25% lotemal Raxs of Rewra oo iavested equity tar Purshastf. 

Acquisition Loss Tefms: 12% Intarsa Rate. 2* Month Term, Aiaotnzanen u bo 

Loan ^ Puraaatef’t iwarett in die PnajeegOnty 

Sharoholde r Stnengg 

tbere win be tees classes of *»cSc two ?reibt?«d and seo somaon. Tee Pmchass wiU ptwhase 'Jw preferred A 

Sham and the Comnma -Shares. Eerca Witt own the Preftried a Sha«A The stmOThry betow 

esonemic interests befcm and after the Tnsger Oatt In each case* the ob)e iodicaas the Flow rt*to of each 

sbarobelder class after the previous Class soareitoiesr has received dieif ptreeaaje share at the Cash r .pw. 


£a»oiaic leterest (Ptreeol of Cash P.ow (“CFO 


gtoclc Class 

Preferred A (Purchaser) 
pr e fe r r e d 3. (Enron) 
Conueen Stock (Purchaser) 


yrr r.-»TT«r Paa 
0.1%ofCF 

9.9% of Cr After Pref A 
100.005 of CF After PrefAAB 




O.IS of CF 

99.0% of C7 After Pref .A 
100.00% ofCF After ?refA&3 

B»fQre the Trie«er fee Purchaser is etsecsed to receive approximatdy 90% of the Cash Flow via fee Common 
sLk and a ^ poeeatafe ftom the Prefttred After the Enrtm Prefenred B Shtfes receree 

approximately 99.0% of the Ca*h Flow acd after eissibuxian ia die Prsfered .A and ?retes*d 3, -e Coburcb 
lecstves the residual disiributios o^thf CMh rjgli. 

EXE [ 



SMtCarC OAM 'f 
CafteaR 





BatpeUd. 

»FA<i) r 

U$M Stale 

1 



M>c*n> 


^ L 
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TIMEtlNZ 

(1) ?PA is bMwcca Enraa NificHa POnvct Holtfinf Ltf and d}e Sum of NiscrU. Subwqaeody, the rifhts 

VO tbe f P a (binp: aettvitlai eely) a« ^fsetf te Es:tm Nisefi* Svp: l^ldiss L& Whic& la atra xasisns 
ihe rishts to Emm Nis^ l;!a. 

O) £anmKi:?eRtt8MifSe!^A^?ttfe!Te^asi<C»aEBORSlitfMa»iBuedoEitfetiSv^Hei<ibstsil 


Pnfetrcd A Sharsi aa4 CommOR its sdd from Eoroa Ktsttia. Bv^e Hohung UA To a third patty who 
xsstaees aw gquixy risk lovtrfvsd v^xh ihe Esoo N|s<n* Barg* Ud. 

n BARGE PROJECT ECONOMIC SIJMJVUJtY 


Cost SmitarvfVS 50001 


Power S2S.ODO 

Bsgc Unices and Cohort Cott fSJOO 

Total E?C 40.100 

M<^}!iza4en t.0t-* 

0«yc!i^»!icM^Co«3 I.SO0 

Workia; capital and Spann 2.119 

CMtinstat^ . ill 

T«talC6»o $45,514 


Projection of 90% of Net Cash Flow fVS 50001 


YearSOCQ VwTCOl Yaar2062 YaafSOSj 

S9,123 S13,362 $13,706 S5.410 


Total 

S39.591 


The $4S.6 oihton projic: costs xn: to &s paid hy Sntoa. Ths act cash flow projected 0 ''<^ the three year ?!uis« I 
project life is $44.1 milUian. and 690*AofdKSireeyear cash flow is 539.7 miOioa. 

I; it ;hfi Incentioa of E&ren ro ^vid« to die hvtset tt«^y dls^lbudo&s of at; ca^ fle*. and to have an &vea 
affiliate provide up to 73% of seller fiBascsd debt. The proposed debt poned ts three years with as taercse rate of 

J29C5»ry«ar. 


la ENRON OVERVIEW 

MerrJI tynch’i nHad«ish^» with £.Tf5n Cat?. (d» “C^njany* » “Ecpbc’^ has &tvtl.^ed slpafkanOy over die 
past vear as Enreo will generate mors than $40 mUliott in iovcimeR; haalcias fees in 1999. The foUawing pouts 
icesniy aumnt issues retattd lo tr.t Cem^y and signiecant rsess: Enros tnasaedens in which MceriU was 
lavolt^d 

• Lead managed Azurix's, Enron'sbterpauoaalwaiertRilitysubsldiaiy.IIOfSTOOmUti 

> Advised on st^seepient $Z33 atUkfi aetprisiBM of AMX Aequa Manapstent hic. 

• Curreeciy wodciag on several buy side advboty auigiuscnis 

> Co>Uad fbr S5O0>75O millfos high yield isuonce (currently on hold) 

« CO'iT.anased a New Issue Common Etptiiy oflering for Esmn Carp. (Si65 miOian) 


MS 24610 


2466 


-C- ^ 3S *•?» - •'W- 



• Cumndy wodde; widt the G^O ;o raui* » 55C0 mimoB privait fuad (UMX) 

• Curretuiy pisdnis; » %«w«e Earea’s luMaciai advuer 5>r priva** « !« tBlecetmautucattons mbskslarv 

(Earea Cofiimuntcatjoiu)- 

• THe C^pas)' ^ aaivciy explor a£ ^w;r ^ponuaides « caadsesal z\sv^ 

C<Hn8«Hv Qvttvww 

Earen is a $lebal divcnlSed «urc' campany. Saroo u die uu^est ^y«r and sailer of aitml ps and tiessictcy in 
dii werid and owns 32,009 miles of sacuaJ ps pipelines ut die UJS. Tiw Company also u one -of latjesr 
ndepes^ deyeio^ss, BBczisars and proc&msa of decsieisy ^i'orktwide, wish fitcdiocs m Europe. Asia, die 
Ammeas and die I^etfie lUa. Once eoopiemd, dur Coepuy’s toes-haul fiber opi^ nenveai: win be dir fint 
Inune: Protocol baddratie ti; du U>S. Addidaaally. dtreugli in murmatioini imcr company, Earen owns and'OT 
^Mnce* wamr syssma In ttte VJS^ ^iitrpc* C«e da > and Arpsdhta. M of Jime 3^ EaroR's total 

istexs wen 534 bSBoc ind Its c^ity madtes sustnlizanon was ^iproxsKnely S32 biUlon. For die year eased 
Decembers!. 1991. Earoo ^enenurd revenue af53iJ biUtoa. up 52!^ over i:hc ^ar ssesd DecKnser 31. (997. 
The Company has ipowo Its mvenue and operar^ pmCt u aa aanoallaad rate of 50% and 50% over the p^oc 

■Srom (99S to 199S, respeenvety. and hu 'eeea nwnes Tse most innovative eoaxpsay in 0>« world ^ rorOea for the 

pass four years. 

Enron is orsaolZBd u a netdisj cotnpi^ with Sear cae: 5 y>felattd operada; sebsidiaHes {Emoa NorS: Aaienes, 
'.'trar. Oas ?:peila«s. Sarsn Seers/ icfvicas aed 7a.tiaRd Gessral) a aiecarasuAicsesns jubsidiary (Ertcr 
C ommuntcsccns) acd » uuernadonal water aomrvry (Asurix). srvss's rtju^ed ausmeu inehules two apsmueni 

• tsRtra! jas ^pciiecs. campnsed ot Earon Gas pipettnes. which oums «id o p e r a tes of Bsnm's federally 
rs^uiared inwrsare nerural ^ pjpelass, and Ponlacd OcRcmi (Samo rsemtely umotmes the tale of Poniaitd 
Ceaeni whiea iheuld s!ete m chs ns:s year), sa elssa^c i^efsanoR. arrmsmissiaa aad j^srance company serving 
d» Cre^ sarkcL ^Itoksaie enerty ssrvlcss. ^s^ed sT E^tm N'erDi .Vnenca. s carrsmiy Sertm's Iv^sst 
hustness as meuured by speratiss profst anc provides aom.medlty sales (narunl s», steciHrlr/. and other energy 
cs.-smeditses) and services (asses maasgents&t. risk 3una;«tr.en:> to iar^e isdusertal. comaercial aad uciliry 
csstomers in the vai intemuicnoBy. EnmA’s newm energy 'mtslnes ts us ntaii eaergy servuss busmess. 
ccrawieecof Enron EnerD'Scvicas. which provides toul asersy ccaouroioS -joiutiens to Riajcr rorponAcr.s in :he 
V.S.' These soiunons inctedo infrairrucTura .■autageacr.t paekasod wiai new e; 5 aipn»n: instailaaon and conimo<*it>‘ 
purshues ea b«.h3lf of large esiponue »istoam. 

Enron's nwo newest btutaesses, Saroo Ccmixuaisanons and Aforix. are positicced to sake advantage of positive 
business ibncKneotals outside of Esrcd'i encify ope;at»As. Enros Coostuucaseas is coosTucthif an over }0,QCO 
mue nononwidc leng haul itber e^ne .-.etworit that wHI offer broadband appUcsiea scrvicss ovv an Interne: 
Pretoeoi netw'odL AdCiUocaUy, Earor. Csctmunicaticns is puiuuios an oppononity to crewis a market far the 
33 dbs of baadwichh capacity on fiber systems. Aratix is an St50 Tailiioa publicly caded intsmasiofta! water 
csntfa.-ty <7014 centtoi^ by &;raa> wbich pbas ko aka sevanc^ of eh« aissu£cw» e^pereusides thaic exiss ibr 
pr.vaxe Utiar paraeipaiion in the global water mdusry. mciiKfutg acquiruig csistiag water and wastewater systems 
via privxtzations. providiag water a.’id wastewater rslated services to xtsiiclpal and iodustria} water markets sad 
developing aod ssaaj^} wator rssei^ess. 
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Managft/nent Unit: 
Group: 

Projtet Start f Finish: 


Bx37,£:Cj. 

APPROPRIATION REQUEST COVER PAGE 

($ in Thousands) 

Project Name: Enron Nigerian Barge 

Equity 

Financia! Commitment: S 7 Million 

Needs to Close by 12/31/99 - 
Takeout by 6/30/00 


EXECUTIVE SUMMARY 

Special ftirposr Vebiele 


Fscilliy: 


S7.0 MiUtea Equity 


Request 


ST.OMiUtoa 


Expeeud Ratines 

(Moody*s/S&P}: 

MateriCy: 

Use erProceedn 


TioUaip 


B%83 

Leu than six monuhs 

To purshasa coounoA a&d preferred equity m a Ni'serian 
Bai^e Ce^ iadirect)y owned by Etiron Corp. 

Ciosins by year end 1999. 


Isdepeadcat Auditors: NA 


Compiuy Couasel; 
Uaderwrittr Caanseh 
Fees: 

MU Research Coverage: 


Vitweat A Elkins 
NA. 

Proposed S2S0.000 plus 15% per anaum or a flsc 235*/. 
mum per aosuin. 

Leo J. Keber 


Jeff McMahon, EVP and Treasurer of Emon Cotp. has asked ML to purehase S7MM of equity in a 
special ^ose vehicle that will allow Enron Cotp. to book S12MM of earnings. Enron must close this 
ttansiaiim by 12/31/99. Eiuon is viewing this ttansaoiion as a bridge to pennanent equity and they have 
assured us that we will be taken out of our invesuneni within six months. The investment would have a 
maximum 22.5K return. 

Enron will have 3 toge mounted power plants in service by Febraiiy 2000 in Kigeria. The fitsi 3 years 
of cash flow is piqeoted to beS39 million from the Nigerian government Enron wants to sell the first 3 
yests of cash flow for S23MM. They propose to do this by having ML establish a U.S. special purpose 
orstioi {the SPE*^, owned by Menrill Lynch. The SPE will be capitalized by our S7MM investment and a 
921MM non-recourse loan from Enron Cotp which wili then purchase non-voting common stock in the 
Enron suhsidiapi that oro the barges. Enron will have a total investment of S4« MM in the project. 
Enron is in active negotiations with several equity investors, including .Marubeni. However, they ere not 
able to close transsetion with a long-term holder by year-end. Enron will .tseiliuto our exit from the 
transaction wiA third party investors. Dan Bayly wili have a conference cai] wnth senior management of 
Enron confirming this commitment to guaranty tlie ML takeout within six momhs. 

Eruon hat strongly requested ML to enter into diis tnuisaction. Enron has paid ML approximately S40 
million in fees in 1 999 and is expected to do so again in 2000 . 
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Other Reviews 


Corporate Approvals 


Debt Markets Capita 
Comrmttee; 


Group/Oate 


Chiei Pinsneial Officer: 


Peer Project Review: 


Executive Committee: 


I Date Approved: 


Audit and Fir^nce 
Comnniuee: 
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Appendix 


t rnOPOSID CORPORATE STRUCTURE ' 

TranMalon SmKture 

PoRbasc Equity Coatributira S 7.00 Millioii 

Aci)uUid(ra Loan (fiom Enron to SPV) 21.00 Million 

Tool Puie}:^ Pric« S28.0O Million 


Basis: 2S% Incenul Rate of Return on invested equi^ for Purdtaser. 

AcquUhioa Loan Tenns: 12% toerest Rate, 3« Month Term. Amonizatien to be Agreed 
Loan secured by Purchaser*) interest in the Barfie Project Only 

ShartluWffStnicnife 

There win be three classes of stock two prefeired and one common. The Purchaser will purchase die Preferred A 
Sham and die Coaunen "Shares. Enron will evm the Preftned B Sham. The summary below indicazes the 
eeoDomic interests before aad after the Tri^er Date. In each case, the ubie indicates the Cash Flow rights of each 
shareholder class after the previmu class stwehoidcf has received their percentage share of die Cash Plow. 

Eeontenic Interest <PtreeQi of Cash Row ("CF*) 


Siflciicum 


PfeTrieetrPite 


Post TTittcer Date 


Preferred A (Purchaser) 
Prefeired B. (Enron) 
Common Stock (PuRhascr) 


0.1% of CF 

9.9% ofCFAftcrPrefA 
lOO.OOS ofCF After PrefAdsB 


0.1%ofCF 

99.0%ofCFAfterPrefA 
100.00% of CF After FrefAiB 


Before the Trigger Date, ibt Purchaser is expected to receive ^iproxinutely 90% of the Cash Flow >da the Common 
Stock and a small percentage ftom die Prefeired A. After the Trigger Date, the Enron Prefeired B Shares receive 
approximately 99.0% of die Cash Flow and after distribution to the Preferred A and Preferred B, die Cotmaon 


receives the residual distriburiM oj 


ihe Cash Flow. 


EnrMNieiria 
Pewtr HoUiag 


■i-L, 


Sana Niecria 
Bsrfc Haieiaa 


tiff 


TlwrrfeaHjr 

SPV 


Sun sard OdcM 
Contract 


Preftnto A4B 
anSCoaMUMll) 



"j 


J4 

cjua 


Enron Nigwii 
Barge US. 


LasasSuge, 

NigtrSa 
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HMEUm 

(I) PPA u bcTWeca CanrttHtgmA Power Ltd aa£ ^e l.» 5 <» State afKiger^a. SubseijuenTly, the rijitu 

» jNs PPA <b«is< tttivities «»nly) we essigsed » Enivn Nigen* Barp Holding LuL Which in twm eesisM 
the t0 Eratm KhiC(ia> Barge Ltd. 

&4rm Higcnas Baige Ltd. hAB ^eftnred and Coaunon Shares ve issvea m &i.’oq Bir$t Holdmg L‘.d. 

(3) Prvfizred A Sham and Commoe are soU from Eivoo Nigcm Barge KcldihS Ltd Te a third puty ti,>ho 

asrumei true ride iavoived with the Eon»i Nigeria Barge Ltd. 

IL BAmCE PROJECT ECONOMIC SUMMARY 

Cost Swagiarv fUS S000> 


Power^gt* 

B^e Vpp*Am and Os^ore Cost 

S2$.0(K 

Total EPC 

4i}.80C 

Mohilizatian 

1.014 

Dcvel^KsestCeflS 

1.500 

Working apital and Spares 

3.ni! 

Cend&gcney . 

Ill 

Toiad^ts 

S45,«14 


Pr&ieaioa of 90% of Net Cash flw (US SOQOl 

Year 2000 Year 2002 Yw2«a' Tea! 

55^123 S13.J62 S13,70« $5,410 $39.»1 

The « J.S siBHea «osb ve la he paid hf £i»wi. Tie net aOi flow pn^wed o»rer Ac Are* year Phase t 

prpjco life is S44.1 isUlioa. aod ddOK of Ae three yev cash flow U $39.7 milieu. 

i( is tte intziuioA {^Enmi u> provide to Ore laves«» mon^ ef net cafli How, and loluye » Ennm 

afiiiiistc provide vp to 75V* of seller financed deH Tie proposed d^ period Is three ye«n an inietest rate of 
12W perynur. 

UL ENRON OVERVIEW 

MemU LywA'a rehMion^lp wiA lsa<m Cetp. <dK “Con^jwy" » *Eiyrcn*7 has developed ^galficwtly over the 
past year at EnioA wilt gencarate more thut ^ million hi invesattent hndnss fees hi IS^. The fbliowms 
idenUfy cunrent issues related to the Cempany aod siso^cant recent Enron imsactioos in which MerelU wu 

• Lead managed Azurix’a, Evon's Itirenutioni! water utility suhsidlary, 2FO (S700 nlHion) 

— AiWred <m K35 mUttoftacquisl^Bof A^ut Man^essest [BC. 

— CiKTentlyworJcinj on teveril boy side advisory asslfftraenis 

— CO'lead for S500-750 ’DiUien high yield issuance (evrrencly on bold) 

• Co-managed s New Issue Cmirotm Equity orRHag for Enron Corp.CSSdS tnimon) 
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• Cmrtntty wotkins with the CFO lo nise a S50D miltioa private equity fund (UM2) 

• ^iTTcatly phcfains to become Enron’s finaaeUl advisor for private equity in its lelscommunicatiens subsidUrv* 
(Enron CemmuabatioAs) 

• The Compmy is activciy rxplorini powo^ cj^onuniries in continenal Europe 
Compinv Overview 

Enron U a filobal diversified energy company. Enron is the largest buyer and seller of nararil gu and electricity in 
the world and owns 32,000 miles of natural gas pipelines in die U.S. The Company also is one of the largest 
iadependent developers, opentors and prodveen of etectriclQr worldwide; with facilities in Europe, Asia, the 
Americas and the Pacific Kim. Once completed, die Compai^'S long-haul Hber opUe network will be the ftrst 
Inmraet Protocol backbone fai the 11.5. Ad^tiotudly, through its iaienational water company, Enron owns and^'or 
operates water systems in the U.S., Europe, Canada, Mexico and Aigentma. As of June 30, 1999, Enron’s total 
assets were 534 biUioa and its equity madUt capitalization was approximMeiy $32 billion. For the year ended 
December 31, 1991, Enron generated revenue of 5313 billion, up 52% over the year ended December 31, 1997. 
The Company has grown its revenua and Opetaslr^ profit at an ansuaJisd rate of 50% and 30% over the period 
from 1995 to 1995, reqiecdvc^. etid has nmned the most iot^vativc conqimy in the world by Forbes for the 
past four years. 

Enron is orgai^d as a bolding company with four coergy-rebted operating subsidiaries (Enron Noidi America. 
Enron Qas pipeline^ Enron Energy Services and Potttod Gcaenl) a teleccromunirations subsidiaiy (Enron 
OMnmunieatiOBS) and an iniernatiODal water conpany (Azutix). Enron’s regulated business Includes two operwions 
- natural gas plj^llnes. comprised cf Enron Cias Pb<tlines, which owns .and operates all of Enron’s federally 
regulated mterstate natural gas pipeline^ and Poitlaad General (Enron recently announce die sale of Portland 
General which should close hs Ac next year), an electrie distribution, transmission and generation company serving 
Ae Oregon market Wholesale energy services, comprised of Eormi NorA Ameriea, is currently Enron's largest 
business as measured by canting pnfii, and provides eommodi^ sales (natural gas, electricity, and oAer energy, 
conunodities) and services (asset managemear, risk nasagement) to large industrial, commercial and utility 
customers in Ae U.S. and intmtatioiuilly. Enroa’a newest energy busine» is its retail ene^ services busine&s, 
comprised of Enron Biergy Services, which provides total eoagy outsourcing soluiious to raqjor cotporarions in the 
U.S. These sohitioas inehide infiaseructure management paricagedwiA new equipment iosrtaUation and commodity 
purchases OB behalf of the large corponte customers. 

Enron's two newest businesses. Enron Communications and Azurix, are poshioaed to take advantage of positive 
business fimdamenab outside of Enron's energy operadons. Enron Communlcadoiu is constructing an ever 10,000 
mile nadonwide loiqf haul fiber opde network that will offer broadband application services over an internet 
Protocol ncTwodc. Additionally, Enron Conmunkatioas Is pursuing an ^portuniQ' to create a market for Ae 
trading of bandwidth capaeiQ' on fiber lystems. Azurix is ah 5S50 miUicn publicly traded international water 
company (70% coniroUed by Enron) which plana to uke advantage of Ae sigiuficant opportunities Alt exist for 
private sector psnielpaoon in the gk^l water industry, bcluding tequiring existing water and wastewater systems 
via privatizations, providing water and wastewater reliued services to municipal and industrial water markets and 
developing and aaaapng waiu resources. 
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Management Unit: 
Group: 

Project Start / RrUth: 


T^'. GAQj%Un 

APPROPRIATION REQUEST COVER PAGE 

{% in Thousandaj 

QCG Proj^tName; Enror Nigerian Barge 

Equity 

iBK Financial Commitment: S 7 Million 

Neode to Ctose by 12/31^9 - 
Takeout by 6/30/00 


EXECUTIVE SUMMARY 
Eatity; 

Facility: 

Request 

Expected Ratiags 
(Moady’s^F): 

Maturity: 

UseefProeeeils: 

Tinlag? 

ladepeadint Auditor!; 
Compuy CoBSse!: 
Uaderwriter Counsel: 


Special Purpose Vehicle 
S7.0 Million Equi^ 

S7.0 MtUiofl 
B^B3 

Less than six moatht 

To purchase cemraen and preferred equity in a Kiserian 
Barpe Co^ indirectly ewnned by Eatoo Corp. 

Closinsbyyear end 1999. 

NA 

Vincent A; EScins 
VA . 


Proposed $250,000 pius 15% per annum or a flat 22 J% 
return per annum. 

ML Research Coverage: LeoJ.Kebtr 

Jeff McMahon, EV? and Treasurer of Enron Corp. has asked ML to purchase STNfM of equity in i 
special purpose vehUlc that vriU allow Enron Corp. to book S12MM of earainss. En.ron must close this 
transacrion by 12/31/99. Enron is viewit^ this transaction as a bridge to permanent equitj* and they have 
assured us that we will be taken out of oi» mvestmcDi within six months. Tiie inx-estmeot would have a 
maximum 22.5% return. 

Enron will Iwe 3 ^e mounted power plants in service by Februaiy 2000 in Nigeria. The first 3 years 
of cash flow is projected to beS39 million from (tie Nigerian government. Enron wants to sell the fost 3 
years of cash flow for S2SMM. They propose to do this by having ML esublish a U.S. special purpose 
etttiiy (the SPE“), owned by MemJl Lynch. The SPE will be capitaliecd by oarS7MM invesaneiK and a 
S21MM noifmourse loan fitmt Enron Corp which will then purchase non^voting common stock in the 
Enron ^bsidi^ fluit owns the b^es. Enim will have a total investment of S46 MM in the project. 
Enron is in active negotiations with several equity investors, including Marubeni. However, they arc not 
able to close tiw transaction with a long-term holder by year-end. Enron will .'aciluaie our exk from the 
transaction wHh third party investors. Dan Bayly will have a conference call wj* senior nunagement of 
Enron confinning this commitment to guaranty the ML takeout within six months. 

Enron has strongiyrequested ML to enter into this tnosaccion. Enron has paid ML approximately S40 
million in fees in 19^ and is expected to do so asain in 2000. 
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Appendix 


I. PROPOSED COia>ORATE STRUCTURE 
Tf»m>et?OB Structure 

Purchtse Equio^ Contribvrioa S T.OOMUUon 

Acquisition Losn (from Enron to SPV) 21 00 Million 

Total Purchase Price S28.00MiUion 

Basis: 2S% Isiemal Bate of Retam on invested equity for Purchaser. 

Acquisition Lean Terms; 1294 Interest Rate, 24 Month Tesm, Ainonisatran to be Agreed 
Loan secured by Purchaser’s inrerest in the Barge Project Only 

Shareholder Stfueture 


There will be three classes of stock two preferred and one corainoa. The Purchaser wQl purchase the Preferred A 
Shares ^ die Common **Shares. Enron win own the Preftmd B Shares. The sumnury below Indicates the 
economic interests before and after the Trig^ Shut. In each ease, the ubie indicates the Cash Flow rights of each 
shareholder class after the previous class shareholder has received their percentage sliare of the Cash Flow. 


5io«JcCi«s 

Prtfened A (Purchaser) 
Preferred B, (Enron) 
Common Stock (Purchaser) 


Eeonomie Interest (Percent of Ouh Flow (“CF”) 
Pre TqyggtLDate 
0.1%ofCF 

9.994 of CF After Pref A 
100.009 ofCF After Pref A&B 


Post Trigger Date 
O.IV. of CF 

99.094 of CP After Pref A 
iOO.00% of CF After Pref A&B 


Before The Trigger Date, the Purchaser is expected to receive approximately 90H of the Cash Flow vja the Common 
Stock and a small pereeniage from the Preferred A. After dte Trigser Dare, the Enron Prererred B Shares receive 
approximately 99.094 of the Cash Flow and after duiribution to the Preferred A and Preferred B, the Common 
receives the residual distribvnioo o f the Cash Flow. 


CerMNiCtria 

PewcrKsidiBe 


JJ. 


Leas 

73% 


CareaMctria 

airtcKddSKe 

LU. 


SUMirdO^M ^ 
Cenoiet 


IX 


Third Ph^ 

23% 


spv 




pTjfeimAAB 
anU Ceoimon (2> 


ok"] 


EftfonNiceria 
Barre LtS. 


Niseru 
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TIMELINE 

( \) f?A is bctweea Enron Kigerin Power Holding Ltd sftd dtr Lagos Suie of Nigeria. Subsequently, the righu 

to the PPA (barge aaivities only) are assigned to &in)a Nigeria Barge Holding l\i. Which in turn assigns 
the rights lo Enron Nigeria Barge Ltd. 

(2} Enron Nigerian Barge Ltd. AdbB Prefened and Common Shares are issued to Enron Barge Holding Ld5. 

(3) Preferred A Shares and ComtBoa are sold ftom Enron Nigeria Ba^e Holding Ltd. To a third party M-ho 

assumes true equity nsh involved with the Enron Nigeria Barge Ltd. 

a BARGE PROJECT ECONOMIC SUMMARY 

Cost Summary (US SOOO) 

Power Barges 

Barge Up^des and Onshore Cost 
Total EPC 
Mobilization 
Development Costs 
Working capital and Sparea 
Contingency . 

Total Costs 

ProiecUoo of 90% ofNet Cash Flow OJS SOOO) 

YcarPODO Year 2001 Year 2002 Year 2003 Teal 

J9,123 . JI3.362 513.706 53.410. sS^l 

The S45.6 million project costs arc to be paid by Enron. The net cash flow projected over the three year Phase ] 
project life is 544.1 mUlion, and dPO^oftibe three year cash flow is 539.7 million. 

li Is die intention of Enron to provide to the Investor monthly distributions of net cash flow, and to have an Enron 
affiliate provide up Te7SV»of5>U«riin3oced debt The propcsed debt period is three years with an interest rate of 
\2y* per year. 

Ili ENRON OVERVIEW 

Meirill Lynch’s relationship witb Enron Corp. (the “Company" or "EoronT has developed signiflcantly over the 
past year as Enron will generau more than S40 million in invesanent banking fees in 1999. following points 
identify current issues reland to die Company and significant recent Enron cransoctioDS in which Merrlil was 
involved 

• Lead managed Azurci’s, ^on’s rnremational water utiU^ subsidiaty. IPO (5700 mllUon) 

~ Advised on subsequent 5235 million aequishion of AMX Acqua Management Inc. 

Currently working on sevenl buy side advisory assigoments 
— Co-lead for 5500-750 million high yield muanee (currently on hold) 

• Co-manageda New Issue Common Equity offering for Enron Corp. (S86S million) 


525,000 

15.500 

40.500 
1,014 
MOO 
2.H9 

m 

545.614 
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• Cutreotly vrorkins 'with die CFO u nbe i S jOO niiltoe privau equity fuod (LJM2) 

• CuTTcntty pitchinj to become Earen’s finincLiI advisor for privau equity in it$ lelecommuninuons subsidiary 
(Boron Cemmuniciiions) 

• The Company is active^ exploring power opportunities in eoat^nai Europe 
Company Overview 

Emon is « glotnl 4ivers«6ed energy company. Enron is ihe largest buyer and seller of naiural gas and electrici^ in 
the wwld and owns 33^0 miles of oaturid gas pipelines in the U.S. The Company also is one of the larges: 
Independent daveJopers, operators and producers of eJectrlcity worldwide, with facUities in Europe. Asia, the 
Americas and the Pacifie Rtm. Once completed, the CtHnpaay's long-haul fiber optic netwoH: will be the firs; 
Internet Protocol backbone in the UA Ad^onally, thiou^ ks international wartr coa^aay, Enron owns and/or 
operates water systems in the U.S., Europe, Canada, Mexico and Argentiaa. As of fune 30, 1999. Enron’s loul 
assets were^534 billion and its ’equity raaikei capitaiiuUon was approxunately S32 billion. For Ae year ended 
December 31, 1991, Enron geittrated revenue of S3U bUIbn. up 52% ow the ^ar ended December 31, 1997. 
The Company has grown Its nvenue anil operating profit at an annualized rat* of 50% and 30% over die period 
fiwn 1993 to 1991, respectively, and has been named the roost innovative company in the world by Forbes for the 
past four years. 

Enron ts organized as a boMiog company with four energy-related operatmg subsidiaries (Enron North America, 
Enron Oai PtpBhnas, Enron Energy Services and Portland General) a teleeommunicirfons subsidisry (Enron 
Communications) an Intemuonal water company (Azuris). Enron's regulated business includes two operations 

• natural gas pipelines, comprised of Enron Gas Pipelines, which owns and operares all of Enron's federally 
regulated interstate natural gas pipelines, and Portland General (Enron mently announce the sale of Portland 
General which should close in the next year), an electric distribution, cransimssion and generation eompsny serving 
the Oregon market. Wholesale energy services, comprised of Enron North America, is eurready Enron’s largest 
busmess is measuitd by trending profit, and provides commodity sales (natural gas, electricity, and other energy 
commodities) and services^ (asset management, risk management) to large industrial, commeroial and udlity 
customers in the U.S. and intenxariocaily. Enron’s newest energy business is its retail energy services business, 
comprised of Enron Energy Services, whick provides total energy outsourcing s^uiions to major roipormions m the 
U.S. These solutions include iofiiseraenire manageroent packaged widi new equipment instaUatien and commodity 
purchases on behalf of the large coqiotate customers. 

Enron’s two newest businesses, Enroe Communications and Azurix, are positioned to take advantage of positive 
business (undamcnBls ouUtdc of Enron's energy operations. Hnnm Communications is constniciinj an over 10,000 
mil* nationwide long hsul fiber optic nrtworii Uiat wUl offer taoadband application services ever an imemet 
Protocol nccwoik. Additionally, Enroa Coromunicauoas is pursuing an oppor.unlty to create a market for the 
trading of bandwidth capacity on fiber systems. Azurix is an SS50 million publicly traded international water 
company (70% CMtroUed Enron) which plans to take advantage of the significant opportunities that exist for 
private sector panieipatloo m the global water industry, including acquiring existing water and wastewater systems 
via privatizations, provldug y«ttr and wastewater related services to momcipal and industrial water markets and 
devriopiflg and managing water resources. 
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P.02/^ 


Managomtnt Ifciit; 

Groii}»; ^ 

Project Start / Ftnbh: 


APPROPRIATION REQUEST COVER PAGE 

(S hi Tliottsencis} 

C>CG Project Name: Enron Nigerian Barge 

Equity 

Fiitandai CommHmeflt: S7M^»Qn 

Needs to Close by 12/31/99 • 

Takeout by &S0mQ 


gXtCU-nVE SUMMARY 
Eothy: 

Fadlltr 

Expected Ratlo{» 
(Moody^s/SAP): 

MMtiiTitj: 

Um of Proceed 


Ttmiog: 


Special rinpose Vehicle 
£7.9 Miltkm Equity 
S7.0MjliK»a 
B>,B3 

lues daa dx fflooths 

To pun^ase eosuaon md pKef«reel equity bi a ‘Kissmo 
Bve^ iu&eeriy ows^ by &ir<m 

doilRs^yearend 


Independent Auditont KA 


Company Coeaeetr 


Vinceot&E&bu 


UnderwritH’ Counsel; 


HA 


Propo$edS250,000phB l5>iperaAnumoraflat22.5% 
mump«'an&um. 

ML Research Cov«r«t«: Leo /.Reiser 

JeE'McMahon, EW and Trtistner ofEnron Coep. has asked ML tc purchase SThlM of equi^ in & 
special puqiose vehicle that ndU allow Enron to book S12MM of eammss. Earon must dose this 
transaedon by IZG 1/99. Ennm Is viewuss dsb transaction as a Imdgc m peemmeoc i^aity and thi^ have 
assured us thtt we will be taken out of ottr invesaneat wdihlB six moatits. The invenmem would have » 
maximum 22.S% return. 


Enron will have 3 barge mounted power plants in service by Febma/y 2000 in Higerila. The first 3 years 
of cash flow is projected to beS39 miHioa ftorn the Hisenan go^^mmenl. EaxCA wapts to sell the first 3 
years of cash fiow $gr S2lh^ Ihey pro^e & do thb by ba^ ML edabU^ n VS. special puipoje 
entity (the SP£*X owned by Meinll Lynch, nie SPE will be eaplldized by our S7MM Investment and a 
S21MM noivtecourse loan from Eoroa Coip which will then pmchase non-votii^ common stock in the 
Enron subsidiary titat owns the bar^. Rnroii WOI bsve « total iavestmeat of $4$ MM m the project 
Enron is in active negotiaxions with several equity investors, including MarubenL KowevCTt titcy are not 
able to close the transaction with a lottg'tezm holder by year^. Enron wit! itKilitase our exit from the 
Transaction with diird pany investors. Oas Bayly wSi have aconfrrenceeall vdtfa ^lormana^nnent of 
Etuon confirm tag this commitm^c to guarm^ the ML takeout wathio six memths. 

Enron has strongly requeued ML io enter into tius tnnSceti«Q.. Enron has paid ML approximamly S40 
million in fees in 1999 and is expected to do so agwiQ 2000. 
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SPONSOR: 

Of^fnaton 


Rob Furst 

Mffmt UnitControXor: 


MgmL Unit Head: 


Group Finance Director 


Group EVP: 

Other Reviews 

Debt Martets Ca|^ 
Committas; 

Peer Project Review: 

Date Approved: 



Chitf Finanetsi Offtcer 


Audit and Finance 
Committee: 

Other 
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DEC 23 * 99 09:25 FR MERRILL LYNCH 212 449 9015 TO 92^7584 


P.05/06 


TIMELINE 

(1) PPA if bctwcM Erwon Niseria Power Holdinf Ltd and the Lagos State of Nljgerta. Subsoqueody, the ri^ts 
to tiw PPA (barge Ktivities only) are assigoed to EnrOD Nigeria Barge Heldi^ Ud. Wbkh ia nos asslgaa 
the r^hta to EnroaNigeria Barge Ltd. 

(2) Enron Nigeriao B&^e Ltd. AdfcB Prefemd and Common Shares are issued to Ennaa Barge Holding Ltd. 

(3) '“ Preferred A Shares and Common are sold from £area>^eria Barge Holdup Ltd. To a ftkd pat^ who 

asiuffi*^ true equhy risk iovolved whh the Enron Nigeria Barge Lid. 


IL barge PROJECT ECONOMIC SUMMARY 
Cost Sanaurv CUS S000> 

Power Barges 523,000 

Barge Upgrades and Onshore Cost 15.800 

Total EPC 40,800 

Mobiliaarion 1.014 

1>c^lopme£it Costs 1,500 

Woricing capiul and Spares 2.1 19 

Contingency . HI 

Total Costs 545.614 

Proiemion of 90^4 ofNer Cash Flow (US 5000) 

Year 2000 Year 2001 Year 20 02 Ye ar 2003 Total 

59.123 ~ S13.362 513,706 $3,410 539,69' 

TTie $45.6 million project costs are to be paid by Eraoo, 1716 net cash flow ptcjtcted over ibc thicc year Phase I 
project »fe is $44. 1 mUlion, and 490% of the dirce year cash flow ts 539.7 mUUon. 

It is the intention of Enron to provide to the Investor monthly disiribudocis of net cash fiow.and to have an Enron 
affiliate provide up to 75% of seller financed dcbL The proposed debt period is Oueeyeaia with an laserest rate of 
12% per year. 

lU. ENRON OVERVIEW 

MerriU Lynch’s relationship with Enron Corp. (the •XTompat^*’ or “Enron-) has daveioped sigasScwtly over the 
past year as Enron will generete more than 540 miillM m investment banking &ea is 19^. The following points 
identify currefti Issues related to die Company and signifreiat recent Enron transacrioos in which MeniU was 
involved. 

• Lead managed Azurix’s, Coroo's imeroatioaal water utility subsUIary, IPO (5700 millioa) 

- Advised on subsequent 5235 minion acquisition ofAMX Aequa htoagemey I n c . 

- Currently working cm several buy side adtrisoiyasM'ininems 

- Co*Iead for 5500-750 million hi^ yield issuance (currently en hold) 

• Co-roanaged a New issue Coramoa Equity offoing for Enron Coip. (5865 million) 
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» CuRtntly working with the CFO to rxise » S500 mtllioa private equity fued (LJM2) 

• Currvntly plcehins to become Enroo'e fiaaoeial adviser for private equity in its telecommunicarions subsidiary 
(Enron Communicaiioos)- 

• The Company is actively explork^ power onponunlUes in coaiioeoul Europe 
Comowy Overvirw 

Enron it a gtobat diversified enersy eerapany. Earoo U the larfeit buyer and seller of natural ^ and eleetrieity In 
fixe worid and owns 32.000 miles of natural sas pipelines la the VS, The Company also is one of (he lar^ 
independent developed, operaeors and pro^eeis of electric^ worldwide, with fKiUties in Europe, Aril, 
Americas and die Faei^ RioL Onee eompleted, die Company’s loos-haul fiber optic network will be the nnr 
Intemm Protocol backbone ia tbe UJ5. Additionally, dirou^ to iaiemational water company, Enron owns and/or 
operates wtter systems in the U.S., Eoiopew Cana^ Mexico and Aq;eadni. As of June 30, 1999, Eorwt's total 
assets were S34 btlUoB and to equity inarto capitalizadoa was approximtfely $32 billion. For the year eeded 
December 3), 199S, Enron generated revenue of S3U billion, up 32% over the year ended December 31. 1997. 
The Company has giown its revenue and operadns piofil at an aanualtaed rate of S0% aad 30% over the period 
from 1995 to 1998, le^ectively. and has been named the most innovative company io the world by Forbes for the 
past four yeois. 

Enron is organized as n boldsq^ company with four eaer:y»relsud opentuig subskiiaries (&iron Worth America, 
Enron Gas Ptpalines. Enna Eocriy Services and Fordand Geoer^ a telecommualcadont subsidiary (Enron 
Comatinieations) aod an intonariraal water eompwy (Azurixh Enroa's regulated business includes two opentieas 
« natural gas pipelines, comprised of Enron Cu K^lines. whieh owns and opentos all of iron’s federally 
reflated intmtate natural gas pipelines, and Portland General (Esreo recently announce the sale of Portland 
Geaeial which should close in the next year), an electric disoibutiOA, nansmission and generation company serving 
the Oregon market Wholesale energy sendees. eompris«l of Enron Konh America, is manstnly Enrmi's largest 
business as measured by aerating profit ^ prsvides commodity sries (nstaral gas, electricity, and other energy 
commodities) tsd services (asset management, risk managuneni) to Urge lodbsrUt. commercial and ttdiity 
customers in (he U.S. and miemadoBaQy. Eann's newest energy business is to retail energy services business, 
comprised of Enron Energy Services, which provides total energy ootsonrclng sohirions to major coiporaiiotis in the 
U.S. These solutions include mfiasmicnire maiugemeiu packaged with new equipment installation and ccunmodhy 
purchases on behalf of die large corporata customers. 

Enron’s two newest businesses, Enron Cemmunleatloos and Azurbe, are positieiied to take advantage of positive 
business fundamentals outsidie of Ecuon’s energy aerations. Enron CommunicatiaBis is coostnicting an over 10,000 
mile nationwidt long haul fib«r opde network that wiU offer broadband ^plication services over aa bitemet 
Protocol network. AddidoDally, Enron Conmunicattoos b pursuing an ^porconity to create a maricet fbr die 
ending of bandwidth e^aeky on fiber systems. Azurix b an SISO million publicly sided International water 
company (70% controlled by Enron) which plans to take r^vant^ of die significant opponunhies that exist for 
private seetor panieipaiion in the ^ebal water ialusBy, indoding acquiring exitring water and wastewater syswms 
via privatizations, providing water and wasuwaier rel^ services to municipal and indassial water martots and 
developing and maoajring water resources. 
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CLIFFORD CHANCE US LLP 

200 PARK AVENUE 
NEW YORK NY 10166 0153 

TEL +1 212 378 8000 
FAX +1 212 878 8375 
www.cliffordchance.oom 


James B. Weidner 
Partner 

DIRECT TEL +1 212 878 8235 
DIRECT FAX +1 212 878 8375 
James.weidner@cliffordcfiance.com 


The Honorable Susan Collins, Ranking Member 
Permanent Subcommittee on Investigations 
Committee on Governmental Affairs 
United States Senate 
Washington, D.C. 20510-6250 


Dear Sir and Madam: 

I write on behalf of Merrill Lynch in response to your October 18, 2002 letter to G. Kelly Martin 
posing additional questions arising out of my letter to you of September 13, 2002. Merrill Lynch 
welcomes this opportunity to further assist the Subcommittee in its investigation relating to Enron 
Corporation. 

The specific responses to your questions are set forth below and reflected in the enclosed documents. 
As previously noted, damage caused by the September 1 1 terrorist attacks and technical limitations 
have impaired Merrill Lynch’s ability to retrieve documents and e-mail communications. 
Accordingly, these responses are based upon the best information presently available to Merrill 
Lynch. 

1. Please explain how Ebarge, LLC (Ebarge), a wholly owned Merrill Lynch special 
purpose entity, could generate tax benefits to Enron by being redomiciled in the 
Cayman Islands. If Merrill Lynch was the sole owner of Ebarge, what tax benefits 
could accrue to Enron as a result of Merrill Lynch’s redomiciliug Ebarge in the 
Cayman Islands? What tax benefits did accrue to Enron as a result of Merrill Lynch’s 
redomiciling Ebarge in the Cayman Islands. Who at Enron communicated to Merrill 
Lynch the tax benefits Enron sought to achieve by redomiciling Ebarge in the Cayman 
Islands, and to whom at Merrill Lynch were those sought-after Enron tax benefits 
conveyed? Please provide copies of any documents that explain or relate to the tax 
benefits Enron sought from Merrill Lynch’s redomiciling Ebarge in the Cayman 
Islands. 

Prior to Merrill Lynch’s involvement, Enron, along with its outside legal counsel and other advisors, 
developed a comprehensive structure for the proposed investment opportunity in Enron Nigeria 
Barge Ltd. (“ENB”). One of the specific terms developed was the $28 million share purchase price, 
with $7 million to be provided by the equity investor and the remaining $21 million to be financed 
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by an Enron affiliate. Enron and its advisors contemplated that the special purpose entity (“SPE”) set 
up by the investor to purchase the ENB shares would be domiciled outside the United States. Merrill 
Lynch understood from Enron that the rationale for establishing a foreign SPE included the desire by 
Enron to avoid any potential income tax issues presented by the loan interest payments that the 
equity investor would make to the lending Enron affiliate. 

Merrill Lynch is unaware of any tax benefits accruing to Enron during the period of Merrill Lynch’s 
investment as a result of the transfer of Ebarge’s domicile to the Cayman Islands, as Ebarge made no 
interest payments to the Enron affiliate during that period. (While Ebarge was obligated to pay 12% 
interest on the loan, payments were contingent upon distributions to ENB shareholders, which did 
not occur during Merrill Lynch’s investment. When Merrill Lynch sold Ebarge, the purchaser 
assumed all liabilities of Ebarge, including payment of tlie principal and accrued interest on the loan 
from the Enron affiliate.) 

2. What benefits (tax or otherwise) did Merrill Lynch receive by redomiciling Ebarge in 
the Cayman Islands? Please identify and quantify all costs and any lost benefits that 
accrued to Merrill Lynch as a result of redomiciling Ebarge in the Cayman Islands. 

Merrill Lynch neither received any benefits nor incurred any costs (other than ordinary legal costs 
and associated expenses) as a result of transferring the domicile of Ebarge to the Cayman Islands. 

Enclosed herewith are additional documents (bates stamped MS 24470 through MS 24568) relating 
to the domicile transfer of Ebarge. 

3. Who at Merrill Lynch was involved in redomiciling Ebarge, and who at Merrill Lynch 
made the decision to redomicile Ebarge? Why did Merrill Lynch ^ree to redomicile 
Ebarge? Why were the Cayman Islands selected? 

The law firm of Whitman Breed Abbott & Morgan handled the Ebarge domicile transfer on behalf of 
Merrill Lynch. The Merrill Lynch employees primarily involved in the transfer were Joseph Valenti 
and Kira Toone-Meertens. 

As previously explained, Merrill Lynch initially could not accommodate Enron’s request to establish 
Ebarge’s domicile in the Cayman Islands because there was insufficient time before year-end to 
complete the required paperwork and to conduct the necessary diligence associated with setting up 
such an entity. Once the transaction closed, Merrill Lynch was able to follow the structure of the 
transaction as originally conceived by Enron and its advisors. 
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4. Did Ebarge generate any income during the period of Merrill Lynch’s ownership? If 
so, how much did it generate? Was any of this taxable income, and if so, how much? 

The 1999 Form 1120 and accompanying schedules prepared for ML IBK Positions, Inc. (enclosed 
herewith, bearing bates numbers MS 24569 through MS 24571) indicate that Merrill Lynch paid 
taxes on $5,753 in ordinary income earned by Ebarge in 1999. 

5. In your response to question 5 of our August 16, 2002 letter, you stated that “no 
individual within Merrill Lynch superior or equal to [Mr. John] Olson in rank . . . 
specifically recalls any discussion with Olson that related to complaints about his 
research coverage of Enron.” 

(a) Does any individual who currently works for Merrill Lynch generally recall 
any communications with Mr. Olson related to any of the issues listed in 
question 5 of our August 16, 2002 letter? If so, please identify these individuals, 
and provide a summary of their communications with Mr. Olson relating to 
these issues. 

(b) Do any individuals who worked for Merrill Lynch in 1998 recall (generally or 
specifically) any communications with Mr. Olson related to any of the issues 
listed in question 5 of our August 16, 2002 letter? If so, please identify these 
individuals, and provide a summary of their communications with Mr. Olson 
relating to these issues. 

(c) Did Merrill Lynch at any time discuss any of the issues listed in question 5 of 
our August 16, 2002 letter with Andrew Melnick or any other former Merrill 
Lynch employee who was employed at Merrill Lynch in 1998? If so, please 
identify these individuals and provide a summary of their communications. 

(a)(b): Merrill Lynch is unaware of any current or former employee who recalls any discussions with 
Olson involving any of the issues identified in Question No. 5 of your August 1 6, 2002 letter. 

(c): Morrill Lynch on separate occasions discussed at least some of the issues identified in Question 
No. 5 of your August 16, 2002 letter with Andrew Melnick, Schuyler Tilney, Susan Preli, Linda 
Gausney, George Nitschelm, Stanley Rubin, and Ken Thompson. We note also that your Committee 
Staff has interviewed Messrs. Tilney and Furst and taken testimony from Mr. Bayly on this subject. 
Merrill Lynch refers you to the responses set forth herein and in my letter of September 13, 2002, 
which collectively reflect its current understanding with respect to such issues. 

6. Your response to question 6 of our August 16, 2002 letter states that “Mr. Allison 
recalls only one conversation with an Enron executive, which he believes occurred 
sometime in April 1998.” Please identify this executive and why Mr. Allison was 
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speaking with this executive. Did Mr. Allison initiate the conversation? Was the 
conversation in person, by telephone, or by some other means? Does Mr. Allison recall 
anything about the call? If so, what does he recall. 

Merrill Lynch understands the following: Mr. Allison does not recall with certainty the person with 
whom he spoke, but he believes it was Kenneth Lay. The conversation was by telephone. Mr. 
Allison telephoned Mr. Lay because he had received a memorandum from Messrs. Tilney and 
Gordon asking him to do so. Mr. Allison’s recollection is that the call was quite short. Mr. Allison 
has no recollection of the conversation, but his normal practice in a situation like this was to ask the 
CEO to explain whatever problem he had and then respond. Mr. Allison is certain that he did not 
suggest to Enron that he or anyone else at Merrill Lynch would attempt to influence the research 
analyst coverage of Enron stock. 

7. Please respond “yes” or “no” to the following question: was Mr. Olson’s departure 
from Merrill Lynch in any way related to the subject matter of the April 18, 1998 
memorandum from Rick Gordon and Schuyler Tilney to Herb Allison? If the answer 
is “yes,” please explain how it was related. 

Mr. Melnick made the decision to terminate Olson. He has stated that his decision was not based on 
or related to the subject matter of the April 18, 1998 memorandum. Merrill Lynch respectfully refers 
you to Response Nos. 5 and 7 set forth in my letter to you of September 13, 2002 for further 
information regarding the issues surrounding Olson’s departure. 

With this letter and its enclosures, Merrill Lynch has now produced all non-privileged information 
and materials identified to date relating to the issues raised in the Subcommittee’s October 1 8, 2002 
letter to Mr. Martin. 


Respectfully, 


James B. Weidner 
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I>cnx Mr. Andrade: 

Further to our iciephone converjanion of carliCT today, wc are pleased to zttach mfoTmation ort 
f Imircd Duration Companies in the Cayman Islands, a formation questionnaire, as well as fee 
deluils. 

The price to fonn a Limited Duration Company is the same as Tor an Exempted Company. 

We have asked our Group’s Cayman Company u> cimfimi that the copy of the Articles, \t4tich 
we have on file, is the most current. Upon receipt of a response lrt»m «uf liKral office, we will 
provide you wiili the correct copy. 

sy. 


oft>cn 

Vice Prc.sideni - Client Services 



Cc: Trident Trusi Company (Cayman) Limited - Ms. Christine Rose-.Smyihc 
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eiempiiOft can be applied for from the financial SecreUry to hokJ such as»iv. 
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corporate existence on the occunence of one or more events. 

In addition, joch companies Ja!$o known as limHed UsbUtly Cumpames) may istue two classes 
of shares, one with sho bcnelil of liraiied Uatslity and one with tmlsmited HafaiKty. 

Other recent amendmenls to the Companies law permit shareholders of an Exempted Company 
to guarantee the Oobis of the company lo their l«H extent or in a itmiisd eiterii. 
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2. 08IECTS OF THE COMPANY 
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Th« permits the company to do anything permitted under 

the Caymari tslatids Con^any Uw. 

}f no. please attach a deiatlcd flrrjtr'^tion of your reQuifements. 

2.2 for our rnformaiion only, pfease provide tieuils of the proposed activities 
of the company 


3. CaPITai 

• Authorised Capital maybe slated in anycotroney. 

• Unless instructed to tho contrary the compsny will be incorporated with an aathtw'sed share 
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Tride kiTrust 



t o Mr. Fduaitte i'^ndrade 

r.oKr«N¥ WbitrmnRrecd Abbott &Morgim»liJP 

-*» “o {212)351-3131 

f*oM Bnlt-Mme Holben 

(404)233-%29 


'92: 


FAX MlUOtANnUM 


o*rt December 29. 1999 

11:36 AM 

ftCIS 26 i/>fiat&ng tmr^ 

tti.Mo 1W1599 


Dear Mr, Andrade; 


cayman ldc 

In reference to cmr telcpbonc conversMion of yesterday, we arc pleased to attach a specimen 
copy of the Articles of Associirtion for a Cayman MX!- 

In the event you wish to receive this documenl via e-mail, we ask ihal you provide us with 
yo«r e-mail address. 

Our Group’s Cayman Trust Company hus advised us that there is a S250-00 LDC registration 
fee due upon the fonnation of such an entity, Thi.s amoum is In uddiilon to ilic incorporalioit 
fees. 


Vice President - Client Services 



rhe wilt. O follow' by n^a O foft'wbycfrtjitw Q Icilfrw by fwniJ DmsWtow 


n»>v !u>i5iin)V(M>>»^t'n4ntvi)lT fw llnr.iJJirsKS- Jialm4y4warf'»tw!(nt-i».!l »ifur.a.rfro(j 

aw* !y*frhy ».\5r ,/«. nt al ihi* If r'^* '•''•-wi lh>» lt.,n>.na>u>-<t m 

;'n..>rifMlctyUli4ctJlv.«:iu!KSwL*wnj<r4neC-Eu! ll»-nSujii«H}vsluum».-.A.*uu> Jt »»u,u luyvt.- 


TWOlKTConnORATi SEimCIS, INC 
32ra-2 I’l'achirce 8aad N.t, Aibfsa. C^rorgia.IOtQS. U.5 , 

To! {4rm /1 • r,-!i fiHHS il VJ-’tliV* * fmm> •n*w»> twifBtUUH.ro.'n 
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THE COMPANIES LAW 

EXEMPIED tiMirm DimAHON COMPANY tlMITH) BY Sr lARES 
memorandum of ASSOOATION 
OF 

CUENT 


1 . HjejiaBicofthe Company w CLIENT. 

2. Hie Registered Office of the Cmn|js»iy shall be Bi the ofiis*® of 

Tnjsl Company (Cayman) Limited, Fourth Row, One Capita PhKC. P.O. Box S47. Grand 
Cayman, Cayman Islands. Bniish West bdlcs or at such other place as dte Directors may from time 
to lime decide. 

3. The objects for which the Company is established arc umestricted aruf shaH 
indude, but without Isnitatirm, the following: 

(i) (a) To carry on fte business of an invcstmcrsi company and to act as psomoiesrs • 

and enlrcpreneurs and to carry on business as financiers, c^italisls, conccssioj^res. mcrchtmls, 
brokers, traders, dealers, ag«is, bnporters and otponws and to andenoke and cany on and extsurte 
all kinds of in^;csiin«3«, finEmcia}, coircnetcijd, mercantile, trading and other operations. 

(h) To carry on whether as principals, agents or otherwise howsoever the 
business of realtors, developers, consullanis. estate agents or managers, builders, conlntotors, 
<mginccrs, manufacuirers, dealers in or venders of all types of fsoperty mcludii^ services. 

(ti) To exercise and enforce al! rtghts and powers conferred by or mcidtotal to 

the ownership of ary shares, stock, obligeljons or other securities including wiftout prejudice io the 
generality of the foregofog all such powers of veto or control as may be conferred by virtue of the 
holding by the Company of sewne special proportion of the issued or nominal amount thereof, to 
provide managerial and other executive. supcrviKsry and consnltmt services for or in relation to any 
company in which die Company is inlcrcsicd upon such lerms as may be thought fiL 

(iii) To purehaae or otherwise acquire, to sell, SDCchangc, sanender. lease, 

mortgage, cha^c, convert, turn to accotml, dispose of and deal ’Mlh real and persons! property and 
rights of all kinds and. in particular, mortgages, debenturrs. prediice, correessions, options, 
contfacss, patents, snnmiics. Bcenscs, stocks, sharK. bonds, policies, book debts, biistness concerns, 
undenakings. claims, privikges and choscs in action of aJJ kinds. 
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(jv) To suhscribo for. conditionally or anconditionalJy* 1 o underwrite, issue on 

commisEion or dbcrwisc. I^e, hold, deal tn and convert slocks, shares and securities of ail kinds 
and lo enter inlo partnership or into any arrangement for sharing profiis, reciprocal con^sions or 
coc^^rion with any pwsmi or cmripany and to promote ami aid in pmmoiiog. to consiiiuie. form 
OT organize any company, syndicate or pariner^p of arty kind, for the piMPpose of acquiring and 
undertaking any property and liabilities of the Company or of advancing, directly or indirectly, the 
objects of the CcffT^iany or fes- any odterputpese whkh The Company Think ocpcdicnl. 

(v) To st^d surety or to guaranTcc, support or stxure dte performattoc of all 
or any of the obKgations of any person, firm or company whether or not reteted or affiliated lo Ihc 
Company in any mamwr and whcihcr by personal covenant or roortgage, chor^ or lien upon the 
whole or any part of llto undertaking, property and assets of dte Company, both pi^cnt and future, 
including its uncalled capital or by any such method and whether or not Ae Company shall receive 
valuable consideration therefor. 

(vi) To engage in or cony on any other lawful trade, business or cnUxprisc which 
may id any rime appear to the Dircctora of the Company capable of being ccmvcmcnily carrteil on 
in conjunction with any of the aroremenrioned businesses or xiiviiies or which may appear to the 
Directors or the Company likely to be profitable to the Company- 

In the inlerprciaiion of this Memorandum of Association in general and of this Clause 3 in 
particular no object, busings £h power specified or mentioitod shall he limited or restricted by 
TtfcTcncc to or mference from any other object, business or power, or the name of the Company, or • 
by Ihc juxtaposition of two or more objects, businesses or powers and that, in the event of any 
ambiguity in this clause or elsewhere in this Memcrandum of Association, the same shall be 
resolved by such mtcrpTctalion and construciion as will widen and enlarge and not restrict the 
objects, businesses and powers of and exercisable by the Company. 

4. Except as prohibited or limited by the Companies Law (Revised), the 

Company shall have full power and Buihorily to carry out any object and shall ha^ ami be capable 
of from rime to lime and at all limes exercising my and all oftlie powers at any time or from lime 
lo lime exercisable by a natural person or body corporate in doing in any part of the world whether 
as principal, agent, contractor or otherwia r^raever may be conadcred by it nccc^aiy for the 
attainment of its objects and whatever else may be considered by it as incidental or conducive 
thereto or consequcniiiil thereon, including, but without in any way restricting the generality of the 
foregoing, the power lo make any alterations or amendments to this Memorandum of Association 
and the Articles of Associatiem of the Company considered necessary or convenient in the manner 
set oul in the Arricics of Associalion of the Company, and the power to do any of the following acts 
or things, viz: 

lo pay all expenses of and incidental to the promotion, formation and incotporaiion of the 
Company; to register the Company to do business in any other jurisdiction; to sell, lease or dispose 
of any property of Ihc Company; to draw, make, accept, endorse, discount, execute and issue 
promissory notes, debentures, bills of exchange, bills of lading, warrants and oilier negotiable or 
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IranstobTe mstrotncnis; lo lerid inoncy m otber assets bihJ to act as gearamors; to kiiTOw or raise 
money on the s«imiy of Dw undertaking or on all or any of the assets of the Company indudmg 
unc&ilcd eapitfii or without secun^r; to invest tncmics of the Company in such maimet as At* 
Btrcctors dettmim;: to prmnDie oAcr companies: to sll the undertaking of (he Company for cash 
or any other consideration lo distribute aaets in specie to Membm of the Cornpaity to mnko 
chari^te IS’ tcficvoient ite^jons;to pay paisions or gr^uities or proride other bcncfHs in cash or 
kmd to Directors, ofljcers, employees, pstsi or present and their ftaralscs; to carry on any trade or 
business and generally to do all acB and things tritich. in the opinion of tte Company or the 
Directors, rrcy be eonvemenlly profn^ly uscfuiiy tcqiiircd and dealt with,, carried on, 
cxccuttti or done by the Company in connection with &c business afortsaid PROVIDED THAT 
the Cojopany ^atl only carry on tte biirinssses for which 4 licatceis required under (he laws of Ac 
Caymwt Islands when so Jitemed under Ac terms of such laws- 

5. The liability of t&th member is limited to the anoorrt Irom lime to lime 

unpaid on such member’s shaits. 

d- The share capital of the Company is IS$50.000 divided into 50,000 

Common shares of a nominal or pa- value of US$1.00 each with power for iHe Company insofar as 
ia pcimittcd by Juw, to redeem or purchase any of its shwes and lo increase or reduce Ac said 
capital subject to Ac prorisiom of the Companies Law {Revised) (Cap.22) and Ac Articles of 
Association arul to issue any ptuf of iK capital, wheAer original, redcmicd or incrcasesJ with or 
wiAoul any preference, prioriiy or spsreis! privilege or subject to any postponcmeni of rights or to 
any coTulitiom or rcarictions and so Aat, unless Ac condidons of issue shall otherwise expressly 
declare, every issue of shares whelJ^r declared lo be prefcmicc or ©ihtrwjsc shall he sohjcct to Ac 
powers hereinbefore contatned. 

If Ae Company is registaed as exempted, its opcratiisns will be earrieil on 
subject to the provisions of Section 1 92 of Ac Companies Law (Revised) {Cap. 22) and. sobjeci ro 
the provisions of Ae Companies T-aw (Revised) and Ae Articles of Association, it shoit have the 
pow^ to register hy way of continuation as a body corporate limited by Antes under Ihc l;ws of 
any Jurisdiction outside (he Cayman Islands and to be deregistered in Ac Cs)mrBn Isitmds. 

8. The duration ofthc Company rslimiied to a period ofihirly (30) years from AediMC 

of its registration, provided that flic Company shall he taken to have commanced tmluntery 
winding'Up and diss^lion upon the expiiy of 90 days string on Ae death, insaniiy, bankruptcy, 
dissolution, liqAdation (whether compulsoty or voluntary), wiAdrawal rctircroent or resignation of 
any of iu sliareholders. unless Ihcrc remain at least two sharcholdera of the Company ami the 
Company is continued in existence by Ae unanimous written resolution of those shareholders 
pursuant to amended articles of associatiwi of Ac Company alopted during Aai 90 day period. 
V^erc Ae death, insaniiy. bankruptcy, dissolalion. Sqaidaiion (whether compulsory or volimteiy). 
wtAdrawal. retirement or resignation of any of the Company’s sharcholctors causes the 
commcacemcni of the windmg-up of the Company in accordance with the Compimys 
Memorandum and Articles of Association and SecUon 195D of the Companies Law (Revised) of 
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ific CaymJm the direciofs of tJie Company 8i ihe time ofsjjch commencement and wither 

further action shall become the liquidators of tire Company. 

"WE the Kjveral persiMS wb<»e names and additssiia arc sufttcribed arc desirous of being formed 
into a company in pursuance of ibis Monorandum of Associalicit and we respectively agree to t^c 
ftc number of shares in the capiiid of tire C^ipany set opposite our respective names. 

DATEDltre dayof J99. 

JSIGNATURE, ADDRESSES and ' HUMBER 01- SHARES 

DESCRirnOH OR SUBSCRIBERS TAXB^BYEACH 


I Ordinary Share 

Director 

Tndcnl Nemmeea (Cayman) Ud. 

P.O. Box HI, Grand Ca 3 TOan 
Nomineo Company 


. ___ 1 Ordinary share 

Director 

Trident Secretaries (Cayman) Ltd. 

P.O. Box S47, Grand Cayman 
Nominea Company 


■Witney to Ihe above signatures 


1. Registrar of Companies in and for the Cayman Islands DO HEREBY 

CERTIFY tfiatthis is a true and correct co{^of ibeMcmorandiMitofAssocialfen of this Comparry 
duly incoi-poraled on Ibe dayof ,!99, 


REGISTRAR OF COMPANIES 
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TBE COMPANDS LAW 

EXEMPTED LIMITED DURATICK COMPANY LIMITED BY SHARES 
ARTICLES OF ASSOCIATION 
OF 

aiEHT 

j . In these Anieks Table A in fiw Schcduic to the Statute docs mi ^ply and. unless 

there be something in the subject or comext inconsistent therewith, 

*'ATticIca“ means thea Articles as origioany framed or as from lime to time ahemJ 
by Special Ressloiioti. 

’The Auditors" means the person* for the time being performing the duties of 
auditors of the Ccxnpany. 

The Cwnpany" means the above named Company 

'’Dcbentorc” means debenture stock, mortgages, bonds and any other such sccwniies 
of the Company whether corniiiuting a charge on the assets of tte Company or tiol 

'The Directors* means the directors for the lime being of the Compmy. 

"Dividend" iodudes bonus. 

"Exempted Limitesi Duration Company” shall bear the meaning ascribed to it in the 
Statute. 

“Membtff* slial! bear the meanmg ascribed to H in S«:ii©o 37 of tlw: Stautte, 

“Month" means calendar 

"Ordinary Resolution" means s retolution passed by simple rnsjority of fhc votes 
ctsi- 

"Paid-up" TO^s paid-up unitor credited ra poid-up. 

"The Registered OfTicc" means the registered ofticc for the lime being of the 
Company. 
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-Sear means the common seal of the Company and includes every duplicate seal 

"Secretary" includes sn Assistant Secretary and any person a^intcd to perform the 
duties of Secretary of the Company. 

"Share" includes a fraction of a shaic. 

"Special Resolution" has the same meaning as in the Statute and includes n 
resolution approved in writing as described themn. 

"Siatuie" mca!« the Companies law of the Cayman Islands as amended and every 
slalulory modification or re-enaciment iheicof for the time being in force. 

•Wriiien" and “In Wiiiing** include all modes ofrtprcscnling or rqiroducing words 
in visibk form. 

Words importing the singular number only include the plural number Jind vice- 
vsjsa. 

Words impoiltng the masculine gender only include tlw foninine gender. 

Words importing persons only include corporations. 

2. The busirvrss of the Company may be corrarwiKcd as soon after tncorporaiicm as the 
Directors shall sec fit. nonvithstanding that pari only of the shaiesmuy have been allotted. 

3. The Directors may pay, out of the capital or any other monies of the Company, dH 
expenses incuned in or about the formation and cstabliAmcnl of the Company including the 
expenses of rcgisiroticm. 


CERTIFICATES FOR SHARES 

4. Ccrtifictttcs representing shares of the Company shall be in such form as shall bii 

determined by the Dirseton;. Such ccrtificaics shall be under seal Ail certificates for shares shall 
be consecutively numtered or otherwise idenltfied and shall specify the shares to which they relate. 
The name and address of ihc person to whom the ;d5ure$ rqwtaemcd thereby arc istsued. with the 
number of shares and dale of issue, shall be enietcd in the register of members of the Con^ny. 
All ccrtificaics surrendered to the Company for transfer shall be cancelled and no new certificate 
shut! he issuwl uniH the fomicr certificate for a like mtmbo: of shares shall have bcert surrcndcfGjd 
and cancelled. The DirKtors may authorize ccrtificaics to be issued with ihc seal and authori/cd 
signaiurcfs) affixed by some mcihod or .system of mechanical process. 



PAGE. 03 

MS 24486 


29 *9= ir-44 


404 233 9629 



2502 


12j’39‘^5 1*:41 TKiBEKT •* 212 3^1 3131 


Nc>.3i3 


5, Notwiihstanding Artidc 4 of ftese Articles, if s share cblincaie he defBced. lost or 
destroyed, it may be renewed on payment of a ftc of one dollar {USSl .00) tw such less sum and on 
such tenns Of any) as to evidence and indemnity and the jwymcnl of the expenses incunred by the 
Company in investigating enddcncc, as the Directors may presenbe. 

ISSUE or SHAUBS 

6. fa) Subject to the provisions, if any, in that behalf in the Manorandum of Association 
and to any direction that may be given by the Company in general meeting and wiihowi prejudice to 
sny special rights previously confeTred on the holders of existing ^arcs, the Dinsclors may allot, 
issue, grant options over or otherwise dispose of shares of the Cbmfasy (induing rracdons of a 
share) with or witk>ut prcfcired, deferred or «har special ri^rts &e itstrictions, whedter m reg^d 
to dividend, voting, return of cupiial or olherwisc and to such persons, at such times and on such 
other terms as they think proper. 

(b) The authorised shore capital of the Company shall ht USS50.000 dividal into 
50,CK)f» Common Shares of USSl .00 par value cach. 

fi) The holders of Common Sha^ ^all have the ri^t to receive notice of, aticnd and 
vote at any ^ncrai meeting of the Cwnpany , ni which meeting the holder of each 
Common Share shall have the right lo one vote for each such share registered in bi.s 
name; and 

(ii) The Directors shall be entitled to issue dividends to holdejs of Common .'ibajts at 
such times and in such amounts as they, in their sole discretion, shall determiiK. 

7- The Company shall maintain a register of its members aiMl every person whose 

name is entered as a memlttr in the register of members dtall be entitled witlwut payment to 
receive within two months after allotment or lodgement of transfer (or within such other period as 
the ctmdiiions of issue shall provide) one certificate for all his shares or several ccrtificaKJS exh for 
one or more ofhis shares upon paymcni of fitly cents {U550.5D) for every ccrlificaie uflcr the first 
or such less sum as the Direcion shall from time to time deicmiine provided that in respect of a 

sh^e or shares held jointly by several persons the Ccanpany shall not be hound to issue more than 

one certificate and delivery of a certificate for a share lo one of tJic several joint holders shall be 
sufficient delivery lo all such holders. 

TRANSFER OF SHARES .f*ROHlBlTED 

8. No share in the Company may be transferred without the prior unanimous written 

consent of all tl>c holders of Common Shares, or. whimevcr there are fewer llian two holders of 
Common Shares then in office as Dir^iors, without the unanimous prior written con.seni of all of 
the outstanding shares, which consent may in all cases be granted or withheld in each .such holder's 
sole discretion. 
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redeemable SHARES 

9. Subject lo Qjc proviBions of the Statute and the Memonmdum cf Assocjstioa shares 
may te issued on the terras that they arc, or at the oplion of the Company or the hoMcr are, to be 
itdeeincd on such letins and in such manner as the Company, hefore the issue of the shares, may by 
Special Rea>lulion determine. 

10. Suited to the provisions of the Statute and the Mcmcaandura of Association, the 
Comprmy may purchase its own shares (including fractions of a share), induding any redeemable 
shares, provided that the maimer of purchase has Eist been autheriied by the Company in general 
meeting and may make payment iherofor in any manner authorized by the Stamte, including out of 
csqiital. 

VARIATION OF RIGHTS OF SHARES 

1 } . !f at any time the share capital of Iht Crsitpany is divided into different classes of 

sharc-s. the rights attached to any class (unless odterwise provided by the terms of issue of dtc 
shares of that class) may. whether or not die Company is being wound-up, be vuriwl with the 
consent in writing of the holders of Ihrcc-fbuiths of X\k iBSUcd shares of that cla.ss, or with the 
sanction of a special rcsoJotion passed al » general meeting of the holders of the shares of that class. 


12. The provisions of these Aiticlea relating to genaal meelinge shai! apply to every 
such general mecling of the hslders of one class of shares except that the necessaiy quorum ^all be 
one ( 1 ) person holding or represeming by proxy at least one-third of the issued shares; of the class 
and that any holder of shares of the class present in persorr or by proxy may demand a poll. 

13. The rigl^ conferred upon the holders of the shares of any class issued with 
preferred or other rights shall not. unless otherwise expressly provided by the terms of issue i»r the 
shares of that class, be deemed to be varied by the creation or issue of funher shares mnkirsg pari . 
passu therewith. 


COMMISSION ON SALE Of SHARES 

1A The Company may in so far as the Stamte from lime to time permits pay a 

commi^ion lo any person in consideration of bis sohacrihing or agreeing to subscribe whether 
absolutely or conditionally for any shares of the Company. Such commissions may be satisfied by 
the payment of cash or the lodgement of fully or partly shares or partly in one way and 

partly in the other. 'Ilw Company may also on any issue of shares pay such brokerage as may be 
lawful 
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NON^RECOGNmEJN OF TRUSTS 

1 5. No person sbaH be mogjiisnJ Os Compaiiy as holding any slh^ upon imy imsi 

and the Company shall not be bound by or be coinpeUed in my way lo rccopir/c (even when 
having notice lhcrs»f) any eqoilabic, contingcni, fotore. or partial interest in any share, or my 
intcresi in any freclionul part of a share, or (exccpi only as is oUiciwise f^vided by these Articles 
or the Statute) any other ngltts in respect of any share except an ^solute right to the entirely thereof 
in ^e registered holder. 

Ri-GISTRATEON OF EMPOWERING INSTRUMENTS 

\ 6. The Company shall he entitled to charge a fee not exceeding one dollar (USSl .00) 

on the registration of every probate, letters of administration, cedificatc of deaOi or mamage, power 
of aiiomey, notice in lieu of distringas, or oOierinstnimeni. 

TRANSMISSION OF SHARES 

17. In case of the death of a memher, the survivor or survivors where the deceased was 
a joint holder, and the legal personal rcprcscntoiivcs of ftc deceased where he was a sole holder, 
shall be the only persons rcjcognizcd by the Company as having any title to his interest in the 
shares, but nothing herein contained shtdl release the estate of aty such deceased holder fnMH any 
liability in respect of any shares which had been held by him solely or jointly with other persons. 

18. A person becoming entitled to a ehare by leason of the death or bankruptcy or 
liquidation or dissolution of the holder shall be entitled to the farmc dividends and other 
diKiributions to which be would be entitled if he were the registered holder of the share, except ibal 
he shall not. before being rcgislcred as a member in respect of the .shore, be enlillcd in rMpecl of it 
to exercise any right conferred by TneTrd>cnhip in relation to meetings of the Company; and , 
further, he shall not be entitled to be registered « a member for » period ofnm«y-onc (91) days 
(or such longer period as the Diteclors may in ihcir absolute discrclion determine chher generally or 
in a particular case) followir^ .^ch de^h or banlcntpicy or liquidation or dissolution, ami in any 
event only if such registratinn as a memher shall be approved by the unanimous prior wrillcn 
consent of all the holders of C^mon Shares, whidi consent may he granted or withheld in the 
sole tiiscrciion of each such holder. 

AMENDMENT OF hreMORANDUM OF ASSODATION. CllANGE OF 
LOCATION OF REGISTERED OFFICE & ALTERATION OF CAPITAL 

19. (a) Subject to and in so ftiT as permitted by tNs provisions of the Sintalc. the Company 
may from time to time by ordinary resolution alter or amend its Memorandum of Association 
otherwise than with respect to its name and objexts and may. wiilmot resukting the generality of 
the foregoing; 
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Cl) increase ihe share capita] hy such sum 1o be divided into shares of such 
amount or without nominal or par value as the resolution shall prescribe anti 
with such rights, pritwiiics and pri-vilcgcs annexed ihcrclo, as the CcOTpany 
in genemi meeting may ddermine. 

(ii) consolidaie and divide all or any of its share coital into shares of larger 
amount than its existing shans; 

(iii) by subdivision of iu existing shares or any of them divide the whole or any 
pan of its share capital into shares of snallftr amoimt than is fixed by the 
Mem<H«ndum of Association or into sfcares without nominal or par value; 

(iv> cancel any shares which at the dale oftbe passing of the resolution have not 
been isken or agreed m be lakwj by any person. 

fb) All oew shares created hereunder shall be subject to the same provisions with 
reference to the paymcnl of calls, hens, transfer, transmission, forfeiture and otherwise ns the shares 
in the original share capital. 

(c> Subject to the i^ovisions of the Statute the Company may by Special Resolution 
change its name or alter its objects. 

(d> Widiout prejudice to Articles 9 & 10 hereof and sublet to the provisions of tl« 
Statute the Company may by Special Resolution reduce its share capital and any rcdcmjHion 
reserve fund. 

fe) Subject to the provisions of the Statute the Company iriBy by resolution of the 

Directors change the loctdion of its 
registered ofTjce. 

CLOSING REGISTER OI- MEMBERS OR FIXING RECORD DATE 

20. For the puipose of determining Members entitled to notice of or to vote at any 

meeting of Members or any adjournment thereof, or Members entitled to receive payment of any 
dividcivl. or in order to mike a deiCTromiition of Members for any other proper purpose, the 
Directors of the Company rray provide Ihut the register of Members shall be cloBcd for transfers for 
a stataJ period but not to exceed in any case fbny (4D) days. If the register of Members stmll be m 
closed fca- the purpose of determining Mcmbcn entitled to notice of or to vole at a meeting of 
Members such registw ^11 be so closed for at least ten (10) days immediately preceding such 
mesitng and the record date for .such determination shall be the dare of the closure of the of 

Members. 
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21 . In Kc« of or ^ait from dming the register of membeis, Ihe Birectors may fix in 
jidvance a date as Ibc rccoid Sate for any such dcJaminalion of members cntajcil to notice of or lo 
vole aJ 2 meeting of the members and for the purpose of delenninkjg the members entitled to 
receive payment of any dividend the Dircclois al or within 90 days prior m ibc date of 
dccluTaiion ofsuch cKvitlcrtd fix a subsequent date as the record dale for such (fetcmuiiadon. 

22. If the regisar of fnemhers is rujt so closed and no record date is fixed for the 
detmninaiioB of members cmiilcd lo notice of or m vole al a meeting of imanbcis or members 
entitled lo receive payment of a dividend, the dale m whidt nolice of the meting is mailed or the 
date on which the resolution of the Directors declaring such dividend is adopted, as the ease may 
be. shall be the record dale for such dctenrunatioi) of members. Wlum a dclemiinMioii of memhers 
entitled to vote at aiy mceSmg of mcxnbias has been made as provided in this scciton, such 
detcRTiination shall apply to any adjoununent thereof. 

GENERAt MEETING 

23- (a) Subject to paragraph {c) .hweof, she Company shaft whhin one year of its 

incoiporaiion and in each year of its existence thereafter hold a general rocebng as its Annual 
General Meeting and shall specify the meeting as wch in the notices calling it The Annual 
General Mcciing shall be held al sucli time and place as Jhc Directors siiall appmnt and if no other 
lime and place is prescribed by them, it shall be held at the regisierol office of the Company on the 
second Wedr^sday in Dcccn^w of each year at ten o'clock in the rooming. 

(b) At these meetings the report of the D^tors {if any) shall he presented. 

(c) If the Company is exempted as defined in the Statute ii may but shall not be obliged 
to hold un Annual Ccncral Meeting. 

24. (a) i hc Directors may whenever they think fit, and they shall on the requisition of 

members of the Company holding at the date of the deposit of the requisition iiol lcs.s than one- 
tenth of such of ihe paid-up capital of the Comptuiy as at the date of the deposit carries the right of 
voting at general meetings of the Com^iny. proceed to conveme a gcncrar mecling of the 
Company. 

<b> The rcquisiticrt must stale the objects of the mauing and must be signed by the 
requismonisis and deposited ai tl^ Registered Office of the Company and may consist of several 
documents in like foirn each signed by one or more reqaisiuonists. 

(c) If the Directors do not within rwenly-onc days from the date of the deposit of the 
rcqiusilion duly proceed to convene a general meeting, the rcquisilionisu, or any of them 
repnseming more than one-half of the total voting rights of all of ihcra, may themselves convene a 
general meeUng, but any meeting so convened shall not be held after the expiration of three months 
after the expiration of the said twenty-one days. 
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(d> A general meeting convened as aforesaid hy requisitionists shall be convened in the 
same manner as nearly as possibte as ihid m which gcncnl meeJing; are lo be con%mcd by 
KrectofS. 


N0nC3 OF GENERAL MEETINGS 

25. At least five days' notice be ^ver of an Atmud General Meeting or any oEhor 
general meeting. Every notfcc ^all be exclusive of the date on which it is given or deemed to be 
given and of ihc day for which it is given and dtall specify the place, the day and the hour of the 
meeting and the general nature of the business and shall be given m inanncf hereinafter mrationed 
or in such other manner if any as may be pTcscribed by the Company PROVIDED that a general 
meeting of the Company shall, whether or not die notice gifted in this rcgulatksn has been given 
and whether or not the provisions of Article 24 have been complied with, be deemed to have been 
dofy convened if it is so agreed: 

(a) in the case of a gcnml meeting called as Aimud Gena^l Meeting by all the 
members entitled to aticnd and vote thereat or their proxies; arid 

fb) in the ease of any ether general meeting by a majority in number of the members 
having a right to anend and vote ai the meeting, being a majority logclhcr bolding not less thait 
seventy-five per cent (75%) in nominal vapjc or in the case of ^arcs without nnmmal vahic or par 
value sevenry-fi w per cent (75%) of the slurcs ia issue, or their proxies. 

26. 1716 accidental omission to give notice of a general meeting to. or the non-receipt of 
notice of a meeting by any person entitled to r^eive notice shall not invalidate the proceedings of 
that meeting. 


PROCEEDINGS AT GENERAL MEETINGS 

27. No businc^ shall be transacted at any general meeting unkss a quoTum of members 

is present zi the time when the njccitng pioce«is to business: two (2) members present ir nerson or 
by proxy ebal! be a quonini. 

28- A resolution (including a Special Resolution) in writing (in one or more 

counterparts) .signed by all members fur the time being entitled lo receive notice of and lo snend 
and vole at gmeral meetings (or being corporations by their duly authorized rqnrcscntativcs) shall 
be as vslkl and effective as if Ihc same had been passed at a general meeting of the Company duly 
convened and held, 

29. If within half an hour from the time appointed for the meeting a quorum is not 

ru’cscnl, the muciing. if convened upon the requisition of members, .shalt be dissolved and in any 
other aise it slmll stand antjoumcJ lo ihe .same day »n the next week at the same time wad place nr to 
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sucK Othca-iime or £\ich oiherpisce as the dircclom may ddermine and if at the adjourned meeting a 
quomm is not prEsenl within half an hour from the lime appoinlcd for the mccUng the members 
present shall be a quorum. 

30. The Chairman, if any. of the Board of Direcion shall preside us Chairman ul every 
general mcedng of the Company, or if there is no such Chainnarw or if he shall not be prc-scnt 
within fiRecn minutes alter the time appointed for the holding of *e meeting, or h unwitting to act. 
the Directors present shall elect one of their number to be Chainnsn of the meeting. 

31 . If at any general meeting no Director is willing to act as Chainnan or if no Director 
is present within fifteen minutes after the lime appointed for holding the meeting, the members 
pjcs«« shall choose one of their numter to CStalrman of the meeting. 

32. The Chairman may, wiA the consent of any general mcciing duly constituted 
hcicundcr, and ^olJ if so directed by the meeting, adjourn the meeting from time to time anti from 
place to place, but no business shall be transacted at any adjounicd meeting other than the husincss 
left unfinidied at the meeting from which the adjoummcnl look place. When a ^cral noting is 
adjourned for thirty days or more, notice of the adjourned meclbg shall be given ^ In the ca.se of 
an onginaJ meeting; save as aforesaid it shall not be necessary to give any notice of an adjournment 
or of the busings to be mmsacted ai an adjourned general meeting. 

33- At any g«jersl meeting a resolution pul to iht vote of the meeting shall b: decided 

on » show of hands unless a poll is, before or on the declaration of the result of the show of hands, 
demanded by the Chairman or any other mBmber present in person or hy proxy. 

34. Unless a poll be so demanded a declaration by the Chairman that a resolution has on 
a show of hands been carried, or carried unanimously, or by a particular majority, or lost, and an 
entry to that cfTecl in the Company's Minute Book containing the Minutes of the proceedings of the 
meeting sluill be conclusive evidence of that fact without proof of the number or proportion of the 
votes tecorded in favor of or against such resolution. 

35. The demand for a poll may be withdravm. 

36- Except a-s provided in Article 38. if a poll is duly demanded it shall be taken in such 

manner a.s the Chairman directs and the result nf the poll shall be deemed lo be the resolution of the 
general mceiing at which the poll was demanded. 

37. In the case of an equality of votes, whether on a show of hands or on a poll, the 
Chairman of the general meeting at which the show of hands takes place or at which the poll Is 
demanded, shall be entitled to a second or casting vote. 

38. A poll demanded on the election of e Chairman or on a question of adjoummen! 
shall be taken forthwith. A poll demanded on any other quc.s»ion shall be taken at such lime as the 
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Charman of itic geoera! niECtmg directs and isiy bosiocas otbar tliaji that ^son which a poll has 
been demanded or is conungcnt thereon may be proceeded with pending the taking of the poll 

VOTES OF hiBMBERS 

39 . The basinet of the Coir^sny stall be managed fey the members who shall be 

deemed lo be the Directors of the Company unless the membere delegate the managcmcni to a 
hoard of Directors. The members may detegae the managemmit in a ishsdti or persons other than s 
board of Directors. 

4 Q^ Subject to any rights or restrictions for the time feeing attoched to any c\ss& or 

classK of shares, on a show of hands every member of record prt^scrjt in person or by proxy at a 
general meeting shall have one vote and on a poll evoy member of ttxord present in person or by 
proxy shall have one vote for each ^lue registered in Ws name in the register. 

41 . In the case of joirt holders of icewd the wtc of the satior who tenders s vofe» 

whether in person or by proxy, shall be accepted to the exclusion of the votes of the other joint 
holden, and for this purpose seniority shall be determined by die order in which the resmes stand iit 
the register of membeis. 

42- A member of unsound mind, or in re^«ct of whom an order has been made by any 

court, having jurisdiction in lunacy, may vote, whether on e sihow of hands or on a poll, by Ms 
comminee, receiver, curaiw bonis, or otter person in ihe nature of a cornmiticc, receiver or cuiatat 
bonis a^joinied fey that court, iind any such committee, receive-, caitnor bonis or oihcr pwoos may 
voicby fu^oxy. 

43. No member shall be cniitled to vote at any general meeting unless he i» regtstcr^l as 
a shareholder of the Company on the record dale for such meedng nw unfcss all calls or other 
sums presently payable by biro in respect of shares in Compeny hBve been paid. 

44. No objection shall fee raised to the qualification of any voter except at ihe general 
meeting or a^ouroed genera! meeting at which the vote objected to is given or tendered and every 
vote not disallowed at such general meeting shall be valid for all pxnposcs. Any such objection 
made In due time shall be referred to the Chairman of ifec gcitcral meeting whose decision sh^l be 
fmal and «iiv:Iasive. 

45. (fei a poll or 8 show of feimds votes rrtay be gtvtm either personally or by pmxle.S- 

PROXIES 

4fi. The instrument appointing a proxy shall be in writing and shall be executed uivdcr 

the hand of th« appointor or of his anomey duly authorized in writing, or, if the appointor is a 
corporation under the hand of an officer or anomey duly authonzed is that tehalf. A proxy need 
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not be a member of the Company. 

47 . The itislnimcnt appointing a proxy shall be dqjositcd at iba RegislcrrU OfTicc of the 
Compaiy or M soch other place as is specified for llxtt purjs>se m the notice convening the meeting 
no later than the time for holding the meeting, or adjourned meeting provided that the Chairman of 
the Meeting may at h »3 discretion direct that an instrument of proxy shall be deemed to have been 
duly deposited 14500 receipt of telex, cable or tclccojMcr confiimalion from the appoimor that the 
instrument of proxy du^ signed is in the coarse of transmission to the Company. 

48. The insirttmcnl appointing 5 proxy may be in any usual or common form and mny 
be expressed to be for a particnlar meeting or «iy sdjourrunMit th^eof or generally until re^lccrf. 
An instnifDcnt appointing a proxy shall be dwraed to include the power to demand or join or 
concur in demanding a poll. 

49 . A vote given 5n accordance with the terms of an instruirient of proxy shall he valid 

notwithslsmding the previous death or insanity of the prixipal im‘ rcw)cat}on of Utc proxy or of the 
authority under which tlxi proxy was executed, or the of Ihe share in respect of which the 

proxy is given provided that no intimation in writing of such death, insanity, revocation or transfer 
as aforesaid shall have heat reedved by the Company at the icgistmol office before the 
commeiKcmcni of the general meeting, or adjourned mceoBg at which it is sought to u.sc tlw proxy. 

50. Any corporation which is a rnember of record of the Company may in accordance 
with its Articles or in the absence of such provj.iion by resolution of its Directors or other governing 
body authors?* .sitich person as it thinks fit to act as its icpresentative at any meeting of the 
Company or of any class of members of the Company, and the person so autltorized shall be 
entitled to exercise the same powers on behalf of the corporation which he represents as the 
corporation could exercise if it wctc an individual mcinbcr of record of the Company. 

51. Shores of its own slock belonging to the Company or held by il in a fidwdary 
capacity shall not be voted, directly or indirectly, at any meeting and shall not he counted in 
determining the loin) number of ouistonding shares ni any given lime. 

DIRECTORS 

52. Motwithstanding anything to the contrary contained in these Articles, all provisions . 
hciem concerning Directors shall be subject to the provisions of Article 39. 

53. There shall be a Board ofDirectors consisting of not less than oncpem>n and thwe 
shall be no maximum number ofDirectors (exclusive of Alternate Directon;). Tlic first Directors of 
the ComjKiny shall he dctcmiincri in writing by. er appointed by a resolution of. the suK^cribers of 
the Memorandurn of AsKiciation. 

54. The rcmununnion to he paid to die Directors shol! be such remuneration as the 
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DfrccloTs shzH dctcrniinc. Such rcmunemon shall be deemsd to accnic from day u> day. The 
Directors shall also be entitled to be paid Ibeir traveling, hotel and other cxpcaises properly meurred 
by them in going to, attending und returning from meetings of the Dirtsclois, or any comnttlU:c el 
the WrectMS. or ga«mil meetings of Ae Company, ot otherwise in conncclion wife the business of 
the Company, or to receive a fixed ollovancc in respect thereof as may be detemtined by the 
Directors from time to time. $ combination partly of one sstth method arid partly the other. 

55. The Diitcton may by resolalion award special rcrouncratioR uj any Directw of the 
Company undenaking any special wortt or services for. or iindctt^ing any special mission on 
behalf of, dre Company other than Ws ordinaiy routine work us a Director. Any fees paid lo a 
Dirixlor who r$ also counKd or solicitor to the Company, or otherwise serves it in a profes-siemaJ 
ctJpKriiy shall be io addition to his rcmancmlitm s& a Dircct<». 

56. A Director or AHemate DiT«ior may hold any other office or place of profit under 
the Company {othw than the office of Auditor) in conjunction with his office of Director for such 
period and on such tenrts as to TcmuncrBlion and otherwise as the Directors may dcterminc. 

57. A Director or Alternate Dirc^or may act by himself or his firm in a professicmal 

capacity for the Company and he or his, firm entitled to remuneration for professional 

services a.s if he not a Director or Altemaic Director, 

5k- A shareholding qualification for Directors may be fixed by the Company in gcocrol 

meeting, but unless and until so fixed no qualification shal I be required. . 

59. A Director or AJtemate Director of the Company may be or become a Diitctor or 
ether OffietT of or otherwise interested in any company promoted by the Company or in which the 
Company may be interc-sic^ as sharcboldef or elhenvise and no such I^rcctor or Alternate Dircctcff 
^all te occoufitablc to the Company for any rcmuneralion or other benefits received by him as a 
Director or Officer of, or from his mteresl in, such other company. 

60. No person shall bs disqualified from the office of Director or Aliemwc Director or 
prevented by such office from contraefing with the Company, either as vendor, purchaser or 
otliCTwise, nor sHalt any sitch comrocf or my contract or franssetion entered into by or on behalf of 
the Company in which any Director or Alternate Dircctoi shall be in any wiy intacsted be or be 
liable lo be avoided, nor diall any Director or AHcmete Krector so coBtraciing or being .so 
imercsicd be liable to account to the Corr^any for any profit realized by any such contract or 
tnatsacfion by reason of such Director holA’ng office or of the fidiciury relation tltcrcby 
cstablisJit^. A Director for his Altcrratc Director tn. his absence) shsdl be at Utxmy lo vote in 
jwpcct of any contract or transaction in which be is so interested as aforesaid PROVIDED 
HOWEVER that the nature of the interest of any Director or Alscmaie Dircctcff in any such contract 
or transaction shall be disclosoi by him or the Aitemate Director appointed hy hint at or prior to its 
consideration and any vote thereon. 
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6J. A general iKrtke that a E^recior or Alternate Direclor is a shaiehoWcr of any 

specified fim> or company and is to he regarded as inicrcsled in any Iransaciion with such finn or 
company shall be sufTicicni disclosiac under Article 60 and aficr such generd notice it shall not he 
necessary to give spedai notia relating to any particular irttos^ion. 

ALTBRNATHDTRECTORS 

62. Sidjjcct to the exception contained in Arlicte 71 a Direclor wiar expects to be unable 

to attend Directors' Meetings because of absence^ illness or othwmsc may appoint any peraan lo be 
an Ahcmaic Director to act in his stead and such t^rpoinleo whilst he holds office as an AJtcnuilc 
CtirtctoT shall, m the event of absence thcrt&om of his ^poinior. be entitled to attend meetings of 
the Difoxtors and to wte lhcrc« and lo do, in the place stoat! of his appointor, any othc^ act or 

thing which his appointor is permitted or required to do by virtue of his being a Director as if the 
Altemaic Director were the ai^inlor, other than appoisimcnt of £H 1 Ahtunate to hiraJtolC and he 
shftll ipso facto vacate office if and when his appointor coasts to be a Director or removes the 
appointee from office. Any appointment or removal u^cr this Artidc shall be effected by notice in 
writing undcar the hand of the Dircsetor makstg tl«i same. 

POWERS AND DUTIES OF DmECTORS 

63. The business ofthe Company shaU be managed by the Dimeters (or a asle Director 
if only one is appoimed) vtito may pzy all expenses incurred in pitnnoimg. rcgisicring arxl sitting 
up the Company, and may exercise all such powers of the Company as arc not. from time lo time 
by the Statute, or by these Articles, or such regulations, being not inconsistent with the aforesaid, as 
may be prescribed by the Company in gtmcral meeting required to be exercised by the Company in 
ecncral meeting PROVIDED HOWF.VER that no regulations made by the Company in gcncnil 
meeting shall invalidate any prior act of the Directors which would have been valid if that 
regulaiioi) had not been made. 

Tito Directors may from time to time ai^ at any time by powers of attorney appoint 
any company, firm, person or body of persons, whether hominoleJ Uireclly or indirectly by the 
Directors, to be the attorney or attorneys cti* the Company for such purpo-se and with such powers, 
authorities and discretions {not exceeding those vested in or exercisable by the Directors unefcr 
these Articles) and for such period and subject to such conditions as they may thmk fit. and any 
such powers of at torney may contain such provisiens for the proiccilDn and convenience of persons 
dealing with any such attorneys as Ilic Directors may ihinlc fit and may also authorize any such 
attorney to delegiie all or any of the powers, mrfheanties sad discretions vested in him. 

AH cheques, promissory notes, drafts, hills of exchange and other negotiable 
instnimcnts and all receipts for monies paid lo the Company shall he signed, drawn, accepieil, 
cmdcTScd or othmwisc executed as the ease may be in such manner as Ihe Directors .thsll from lime 
to lime by resolution determine. 
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6fi. The DiirttOK iSiaO cause Minutes to be made in books provided for the purpose; 

(a) of all appointmcnls of OITiccts made by the Directors; 

(b) of the names of the Directors (including those Tcprescnicd thereat by an AUcrnalc or 
by proxy) present a4 cadi meeting of the Directors and of any coimniticc of titc Directors; 

(c) of bJ! resolutions and proceedings all meetings of die CtMopany. and of the 
Directors and of Committees of Directors. 

67. The Directors on bchal f of the Company may pay a graiui ^ or pensbo or allowance 
on retirement to any Director who has held any other salaried office or place of profit with the 
Company or to his widow or dependents and may make concribulions to any Amd ond pay 
premiums for the purchase or provision of any such gratuity, pension tx allowance. 

68. Ihe Directors may exercise all the powers of Utc Company to borrow money and to 
mongage or charge its undertaking, properly imd uitoalled capital or any part thereof and to issue 
debentures, debenture stock and o^er securities whether outright or as security for any tfcbi. 
liability or obHgation of the Company or of any third party. 

MANAGEMENT 

69. The Directors may from time to time provide for the management of the affairs of 
the Company in such manner as they shall think lit and the provisions contained in Article 70 shall 
be without prejudice to the general powers conferrai by ihii paragraph. 

70. (a) The Directors from time to lime and at any lime may establish any committees, 
local boards or agencies for managing any of the affairs of the Ctnnpany and may appoint any 
persons to be members of such committees or local boards or any managers or agents and may fix 
their remunenititm. 

(b) The Directors from time to time and at any time may delegate to any such 
commince, local board, manager or agent any of the powers, authorities and discretions for ute lime 
being \restcd in the Direclors and may authorize the members for the lime being of any such local 
board, or any of them to fill up any vacancies therein and to oct nolwjtlistanding vacancies Mtd any 
such appointmenl or delegation may be made on such terms and .subject to such conditions as the 
Directors may think fit nic Directors may at any lime remove any person so appointed and may 
annul or vary any such delegation, but no person dealing in good faith and without notice of any 
such onnulmcni or variiaion slml! be affected thereby. 

(c) Any such delegates as aforesaid muy be authorized by the Directors to suhdelegutc 
all or any of the powers, authorities, and discretions for the lime being vested in them. 
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MANAGING DiRECTOKS 

71. (o) The DirtciOTS may, from lime to «me,appoimcmcornion: of their body {but not an 
Alternate Director) to the office of Managing IHrector for such term and at such rcmimcraiion 
(wlwther by way of s^ary, or commi^ion, or poiticipation in profits, or partly in one way and 
portly in another) as lh(^ may think Hi hut his rgipointmenl shali be subject to dctcnninalion ipso 
facto if he ceases from any caisc to be a Director and no AlUmiatc Director appointed by him cai 
act in his »e:ul as a Director or Managing Director. 

(h) The Directors may entrust to and confer upon a Managing EHiector any of the 
pmwers exercisable by tiicm upon such terms and condmons and with such restrictions as titty may 
think fit and either collaterally with or to the occlusion of their own powen and may from time lo 
time revoke, withdraw, alter or vary all or any of such power®. 

PROCEEDINGS OF DIRECTORS 

72. Exccj« as otherwise provided by ihcsc Articles, the Directors shall meet together for 
the despatch of business, convening, adjourning and crthcrwisc regulating their meetings as they 
think fit. Questions arising at aity meeting sliall be decided by a majority of votes of the Directors 
and Allcmate Directors present at a meeting at which there is a quorum, the vote of an AHematc 
Dirttior not being counted if his appointor be present at such meeting. In case of an equality of 
votes, the Chairman shall have a second or casting vole. 

73. A Director or Allcmate Director may. and the Secrelaiy on the requisition of a 
Dirariw: or Alternate Diraitor shall, at Miy time summon u mreting of the Directors by ai IcsBl iwo 
days' notice in writing to every Director and Ahemaie Director which notice shall set forth the 
general nature of the business to be considered unless notice is waived by all the Directors (or their 
AUemates) cither at. before or after the meeting is held and PROVIDED FURTHER if notice is 
given in person, by cable, telex or telecopy the same sdiall be deemed to have been given on the day 
it is delivered to the Directors or transmitting organization as the case may he. Ibc provisions of 
Article 26 shall apply mutalis mutandis with respect to notices ofmcctings of Directors. 

Jhc quorum necessary for the transaction of the business of the Dircciors may be 
fixed by the Directors arid unless so fixed shall be two, a Director his appiointcd Altcniaic 
Director being considered only one person for this purpose, provided always that if there shall at 
any time be only a sole Director the quorum shell be one. For the purposes of this Article an 
Alternate Director or proxy appointed by a Diroctor shall be counted in a quorum at a meeting at 
which the Director appointing him is not present 

75. I'he continuing Directors may act notwithstanding any vacancy in their body, btrt if 

and so long os their number is reduced below the number fixed by or pursuant to these Articles a.s 
the necessary quorum of Directors the continuing Directors or Director may act few the purpose of 
increasing the number of Directors lo that number, or of summoning a general meeting of Uie 
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Compuny, but for no other purpose. 

76. Tlw Dirrctors may elect a Chairman of their BoanJ and dclerminc the pen'cMl for 
which he is to hold office; but if no such Chairman is elected, or if at any meeting the Chairman is 
not present within five minutes after the time appointed fw holding the sarro. the Directors present 
may choose one of their number to be Chaiiman of the meeting. 

77. The Directors may delegate any of their powers to eorruniftees consisting of such 
member or members of the Board ofDire^ton: (mciudlng Alternate Directors in the absence of their 
2 pfx>into!s) as they think fit; any committee so formed shall in the exercise of the powers so 
delegated conform to any regulations that may be impeded on it by tire Directors. 

78. A committee may meet and adjourn as it thinks prt^er. QuesUorts arising at any 
meeting shall be detennined by a majority of votes of the members present, and in the ease of an 
equality of votes the Chainrnan shall have a second or casting vole. 

79. All acts done by any meeting of fliC Directors or of a committee of Directors 
(including any person acting as on Alternate Director) shall, notwithstanding that it be afterwards 
discovered that there was some defect in the appointment of any Director <x Aftemate Director, or 
that th^ or any of them were disqualified, be as valid as if every such person had been duly 
appointed and qualified to be a Dirccior or Alternate Director as tire case may be. 

Members of the Board orDirectors or of any committee dicrcofmay participate in a 
meeting of the Board or of such comrahiec by means of confereroe telephone or similar 
communicalion.s equipment by means of which all penons participating in the meeting can hear 
each other and participation in a meeting pursuant lo this provisiem shall constitute presence in 
person at such meeting. A resolution in writing {in one or more counterparuX signed hy all the 
Directors for the lime being or all the members of a commiiiee of Directors (an Alternate Director 
being entitled to sign such resolution on behalf of his appointor) shall be as valid and cfrcclual as if 
it had been passed at a meeting of the Directors or committee as the ease may be duly convened and 
held. 

81 . (a) A Director may be represented at fflty mating of the Board of Directors by a proxy 

appointed by him in which event the presence or vote of the proxy shall for all purposes be deemed 
to be that of the Director. 

(b) The provisions of Articles 46-49 shall mutatis mutandis apply to the appointment of 
proxies by Directors. 


VACATION OF OFFICE OF DIRECTOR 
The office of a Director shall be vacated: 
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(a) If be gives notice m writing to the Company that he resigns the ofTice of Director; 

(b) If be absents himself {wiiboid bang rcpraM^usI by proxy or an Alternate Director 
appointed by him) from three consecutive meetings of the Board of Directors without s^Mxial leave 
of absence from the Dirrctois, ami th£^ pass a resohition thM he has by loason of such absence 
vsoted office^ 

(c) If he dies, becomes bankn^t or makes any arrangement w composition wiUt his 
creditors generally; 

(d) if be is found a lunatic or becomes of unsound mind. 

APPOIMTME!^ AND REMOVAL OF DIRECTORS 

83. The Company may by ordinary resolution appoint any person to a Director and 
may in like maretcr remove any Director and may in Kkc manner appoinl aootl^ person in bis 
stead. 

84. The Directors shall have power at any time and from time to time lo appoint any 
person to be a Director, either to fill a casual vacancy or as an addition lo the existing Directors but 
so that the total amount of Directors (exclusive of Alternate Dirccton) shall not at any time exceed 
the number fixed in accordance with these Articles. 

PRESUMPTION OF ASSENT 

85. A Director of the Company who is present at a meeting of the Board of Directors at 
which action on any Company maticr is taken shall be presumed to have assented to the action 
taken unless his dissent shall be entered in the Minutes of the meeting or unless he shall file his 
wniTcn dissent from such action with the person acting as the Sccreinry of the meeting before the 
adjournment thereof or shall forward such dissent by registered mail to such person immediately 
after the adjournment of the mccling. Such right to dissent shall not apply lo a Director who voted 
in favor of such action. 


SEAL 

Seal shall only be used by the authority of the ttrcctors or of a committee of 
the Directors authorixed by the Directors in that behalf and every in.stnjmcnt lo which the Seal has 
hetn aftixed shall be signed by one person who shall be cither a Director or the Sccr«ajy or 
Scerctary-Treosurcr or some person appointed by the Directors for the puipo%. 

PROVIDED that the Company may have for use in any place or places outside the Caymnn 
Ulands. a duplicate seal or seals each of which shall be a facsimile of the Common Seal of the 
Company and, if ihe Directors so determine, with tfie addition on its fucc of the name of every place 
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where il is to be used. 

PROVIDED FURTHER THAT a Director. Secretary or other officer or r^wescntalivc or anomey 
may without further authority of the Directors affix the Seal of the Company over his signature 
alone to any document of the Company required to be authcniicalcd by him uiulcr Seal or to be 
filed with the Registrar of Companies in the Cayman Islands or elsewhere wheresoever. 

OFFICERS 

87. The Company may have a President, a Secretary or Secrctaiy-Treasurer appoirtetl 
by the Dircclors who may also from time to time appoint such other Officers as they consider 
necessary, all for siu^ terms, at such nnmuncration and to perform such duties, and subjocl to such 
previsions as to disqualification and removal as the Dirccion from lime to time prescribe. 

DIViDENDS. DISTRIBUTIONS AND RESERVE 

88. Subject to the Statute, flic Directors may from time to time declare dividends 
(including interim clividends) and distributions on shares of the Company outstanding and authorize 
payment of the same out of the funds of the Company lawftilly available therefor. 

BO. The Directors may, before declaring any dividends.^ or distributions, set aside such 

.sums as they think proper as a reserve or reserves which shall at the discretion of the Directors, be 
applicable for any purpose of the Company and pending such application may. at the like 
di.scrciion, be employed in the business of the Company. 

‘>0. No dividend or distribution shall be payable except out of the profits of the 

Company, realized or unrealized, or out of the share premium account or as otherwise permitted by 
the Statute. 

^1- Subject to the rights of pereons, if any, entitled to shares with special rights as to 

dividends or distributions, if dividends or distributions are to be declared on a cl^ of-sharcs flwy 
shall be declared and paid according to the amounts paid or credited us paid on Iho shares of such 
class outstanding on Ac record date fw such dividend or distribution as determined in accordance 
with these Articles but no amount paid or credited as paid on a share in advance of calls shall be 
treated for the purpose of this Article as paid on the share. 

^2. The Directors may deduct from any dividend or disirlbtilion payable to nny member 

all .sums of money (if any) presently payable by him lo the Company on account of calks or 
otherwise. 

^3. The Directors may declare that any dividend or distribution be paid wholly or partly 

by the distribution of specific assets and in particular of paid up shares, debentures, or debenture 
.stock of any other company or in any one or more of such ways and where soy difficulty arises in 
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regard lo such distribuiion, ihc Dircciors may settle the same as th^ think ^peUient and in 
particular may issue fractional ccrtiJicaies and fix Ihe value for distribution of such specific assets 
or any pan thereof and may determine th^ caah payments shall be made to any membors upon the 
footing of the value so fixed in order to aSjust rights of til members and may v^i any such 
sptcific assets m truMces as may seem expediem to tte Directors, 

94. Any dividend, distribuiion, interest or otlwjr monies pay^le in cash in respect of 
shares may be paid by cheque or warrant sent ihiough the post directed to the registered address of 
the holdo- or, in the caw of joint holAsrs, to the bolder who is first named on the register of 
members or to such f^on and to such address as such bolder or joint holders may in writing 
direct. Every such cheque or wanninl shall be made payable to the order of dtc person to whom it is 
sent Any one or two or more joml holders may give elfectuai rtxcipts for any dividends, bonuses, 
or other monies payable in respect of the share by ftem as joint holders. 

95. No dividend or distribuiion shall bear interest against tfie Company. 

CAPITALIZATION 

96. The Company may upon the recommendauon of die DirccloTs by ordinary 
resolution aulhori/c ll» Directors lo cafntalise any sum standing to the credit of any of the 
Company's reserve accounts (including share j^cmium account zntl capital redemption reserve 
fund) or any sum standing lo the credit of profit and loss account or otherwise available for 
di.<itribuiion and to appropriuie such sum to members in the proportions in which such sum would 
have been divisible arrumgst them had the same been a distribution of profits by way of dividend 
and to apply such sum on their behalf in paying up in full unissued shares for allotment and 
distribution credited as fully paid up to and amongst them in the proponion aforesaid. In such 
event the Directors shall do all acts and Uiings required to give effect to such capitalization, with 
full power to the Directors to make aich provisions as they think fit for the case of ^rcs becoming 
distributable in fractions (including provisiorw whereby the benefit of fractional cniillcmcnts accrue 
to the Company rather than to the members concerned). The Directors may authorize any person to 
enter on behalf of all the members interested into an agreement wift the Compimy providing for 
such capitalization and matters incidental ihcrclo und any agreemem made under such authority 
shall be effective and binding on all concerned. 

BOOKS OF ACCOUNT 

97. The Directors shall cause proper books of Kxount to be kepi with respect to: 

(a) all sums of money received and expended by the Company and the matters in 
respect of which the receipt or expenditure takes place; 

(b) .all sales and purchases of goods by the Company; 
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(e) the assets and HsbiKlics of the Company. 

?ropCT books shall not be deemed to kept if there me mrt kqn such books of Mcounl as arc 
necessary to give a true anti fair view of the state of the Company’s aff^urs and to explain its 
transactions. 

98. The Directors shall from time to time determine v^c^hcr ami to what extent and at 
what times arid places and under what conditions or regulations the accounts and books of the 
Company or any of them shall he o|Km to the iiwpcction of members not being Directors and ra> 
member (not being a Director) shall have any right of inspecting any account or book or documcm 
of the Company except as conferred by Statute or authorized by the Directors or by the Cmnpany in 
general mc«ing. 

99. The Directors may from lime to time cause to prepared and to he laid before the 
Company in general meeting profit and loss accounts, balance sheets, group accounts (if any) and 
such other mpons and accounts as may he m^uired by law. 

AUDIT 

100. The Company may at any Annual General Meeting appoint an Auditor or Auditors 
of the Company who shall hold office until the next Annual General Meeting and may fix his or 
their remuneration. 

101. The Directors may before the first Annual General Meeting ^point an Auditor or 
Audilore of the Company who shall hold ofTree until the first Annual General Meeting unless 
previously removed by an ordinary resohiiirm of the members in genera! meeting in which case the 
members at that meeting may appoint Auditors. The Directors may Cl! any casual vacancy in the 
office of Auditor but while any such vacancy continues the smviving or coniimiing Auditor or 
Auditors, if any. may act. The remuneration of any Auditor uf^inted by the Directors under this 
Article may be fixed by the Directors. 

102. Kvery Auditor of the Compfuty shall have a right of access at all limes to the books 
and ^counts and vouches of the Company and shall be entitled to require from the Directors and 
Officers of the Conrpany such information and explanation as may be necessary for the 
performance of the duties of the auditors. 

103. Auditors shall at the next Annual (jcncral Meeting following their appointment and 
at any other lime during thmr term of office, upon rcqutst of the Directors or any general meeting 
of the members, make a report on the accounts of the Company in general meeting dtrring tlx^ir 
tenure of office. 

NOTICES 
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\ 04. Koticcs shall be m writing and may be given by fte Company to any memibcr either 

personalb^ or by ending it by post, cable, telex or telecopy to him or to his address as shown in the 
register of mcrobcfs, such notice, if moiled, to be forwatried airmail if the address be outside die 
Cayman Islands. 

105. (a) Where a notice is sent by post, service of the notice shall be deemed to be effected 
by properly iuJdressing, prespuying and posting a lecer containing the notice, and to have been 
cITccled at the expiration of sixty hours aftw the letter contawing the same is posted as oforesaid. 

(b) Where a notice is sent by cable, telex or telecopy service of the notice shall be 
deemed to be effected by property addressing and sending sudt notice through a transmitting 
organiraiion, and to have been effected on the day the same is sen! as aforesaid. 

106. A notice may be given by Ute Company to the joint holders of record of a share by 
giving the notice to the Joint holder first named on the register of memb^s in respect of the share. 

107. A notice may be given by the Comptany lo the person or persons which iltc 
Cwnpany has been advised are cnliiletl to a share or shares in consequence of the dc^ or 
bonlcrupicy of a member by sending it through the post as aforesaid in a pre-paid letter addressed lo 
them by name, or by the title of Tcprescntativcs of the deceased, or trusttte of the bankrupt, or by 
any like description at the address supplied for that puipose by the persons claiming to be so 
entitled, or at the option of the Company by giving the notice in any manner in which the same 
might have been given if the death or bankruptcy had not occurred. 

108. Notice of every general meeting shall be given in any manner hereinbefore 
auibofizal to: 

(a) every person shown as a member in the registw of members os of the record rlatc for 
pch meeting except that in the ease of joint holders the notice shall be suOtciem if given to the 
joint holder first named in the register of members. 

(b) every person upon ^»diom Uie ownership of a share devolves by reason of his being a 
legal personal representative or a trustee in bankruptcy of a member of record where the member of 
record but for his death or bankruptcy would be entitled to receive notice of the meeting; and 

No other person shall be entitled to receive notices of gcnerol meetings. 

WINDING UP 

109. If the Company shall be wound up toe Liquidator may, with the sanction of a 
^ecial resolution of the Company and any other sanction required by the Statiac. divide anmngKi 
the memhers in specie or kind toe whole or any part of the assets of the Company (wtocihcr they 
shall consist of propeny of the same kind or not) und may for such purpose set such value as be 
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deems fail upon any property to be divided as aforesaid and may delamine how such division shall 
bo carried out as between the members or diflerent cliULses of memters. The Liquidator may with 
the like sanction, vest the whole or any part of xuch assets ia trustees upcm sudt trusts for the 
beneilt of the a»mibutories as the Liquidator, with the like sanction, shall think Ht, hut so that no 
member shall be compelled to accept any shares or odier sccujittt^ whereon there is any liability. 

110. If the Company ^11 be wenind up, and the assets available for distribution amongst 

the members as such ^al! be insulllctem to repay the whole of the paid>up ctqsttal, such assets shall 
be distributed so that, as neariy as may be. the l^scs shall 1^ borne by the members in profwrrion 
to the capita! paid up, or which ought to have been paid up, at the commencement of the winding 
up cm Urc shores held by titem respectively. AthI if in a winding up the assets available for 
distribution amongst the members shall be more than suIHcient to rq>ay the whole of the capital 
paid up at the commencement of the winding up, the excess shall be distributed »nongst the 
members in pro}X>rt}on to the capital paid up at the commotcement of the winding up. on the shares 
held by them respectively. This Article is to be without prqudice to Ukj rights of the holders of 
shares issued upon special tenns and coruiitions. 

DURATION OF THE COMPANY 

in. Notwithstanding any other provision asirtaincd elsewhere in lltcse Articles the 

Company shall be takem to have commencoi vohmlary winding-up and dissolution automatically 
and without further action on the pm of the Company or its members, upon the happening of any 
of the firllowing events; 

(a) when the period fixed for the duration of the Company by Clause 8 of the 
Memorandum of Association expires; 

(b) upon the passing of a Special Resolution that the Company be wound-up 
voluntarily; 

(c) upon Ow expiry of a period of SH) days starting on 

(i) the death, insanity, bankruptcy, (iissotulion, liquidation (whether 
compulsory or voluntary), withdrawal, retirement or resignation of 
any Member; 

(ii) the rttJcmplion, repurchase or cancellation of all of the shares of a 
mwnher; or 

(iii) the occwncncc of any event which under the Memonmdum of 
Association of the Company or these Articles terminates the 
membership of a member 
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unless there remain at least two members and Oie Company is contimicd in 
existence by a unimimous witicn resolution of those roemberB pursuant to 
amended Aiiicles adopted during that 90 d.Ty period; 

(d) where tte death, insara^, bankruptcy, dissolution, liquidation (whether 
compulsory or vohintaryX withdrawal, relrrement or resignntion of any 
member as aforaaid causes the commencement of the winding'Up and 
dissolution of the Company in accorfmee with the Compsiy*s 
MemOTutdum and Articles of Association and Section )9SD of the 
Companies Law (Revised) of the Cayman Islands, the directors at the lime 
of such commencement and without further action shall be»>mc the 
liquidators of the Ompany. 

INDEMNITY 

112. The Directors and Offic«? for the time being of the Company and any tnistee for 

the lime being :M:ting in relation to any of the affairs of the Company and their heiis, execuinrs, 
administrators and personal represematives respectively shall Iw indemnified om ofthca^titofthc 
Company from and against all actions, proceedings, costs, charges, losses, damages aral expenses 
>»diich they or any of them shall or may incur or sustain by remn of any ^t done or omitted in or 
about ihe catccuiitm of their iluty in their respeefive offices or trusts, except such (if any) as they 
shall incur or sustain by or ihrou^ their own wilful negkxrt or default respectively and no such 
Director. Offiew or trasiec shall he answerable for the acts, receipts, neglects or defaults of any 
other Director, Ofiiccr or trustee or for joining in any receipt for the sake of conformily or for the 
solvency or honesty of any banker cw other persons with whom any monies or effects belonging to 
the Company may be tinged or deposited for safe ctisiody or for any insufficiency of any security 
upon which any monies of the C'ompany may be invested or for any other loss or damage due to 
any sudi cause as aforesaid or which may happen in or about the execution of his ofTicc or trust 
unless the same shall happen through Ihe wilful neglect or default of such Director. Officer or 
trustee. 


FINANCIAL YEAR 

113. Unless the Directors olherwisc prescribe, the finamrial year of the Company ^all 

end on 31st December in each year and. following the year of incorporation, sholl begin on 1st 
January in each year. 

AMENDMENTS OF ARTICLES 

, Subject lo the Statute, the Company may at any lime and from time to time by 
special resolution alter or amend these Articles in whole or in part. 
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TRANSFER BY WAY OF CONTINUATION 

115. If the Company is exempted as deiined in the Statute, it shtdl, sul^ect to the 

provisions of the Statuh; and with the approval of a Special Resolution, have the power lo register 
by way of continuation as a body coiporale under (he laws of any jurisdiction outside the Cayman 
Islands and to be deregistered in the Cayman Islands. 
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DAl-EDthe day of .199. 


Dirccw» 

Trident Nominees (C^Qroan) I.ui. 
P.O. Box S47, Grand Caymun 
Ntwnincc Company 


DircctoT 

Iridertt Sccietitrics (Caynuut) !,td. 
P.O. Box 847. Grand Cayman 
Nominee Company 


Witness to the above signatures 


I. Registrar of Companies in and fi>r the Cayman Islands DO HEREBY 

CERTIl'T that this is a true and correct copy of die Memorandum of Association of this Company 
duly incorporated cm the day of . 199 . 


REGISTRAR OF COMPANIES 
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IklDENflkUST 


fAX MIMORAND9M 


to Mr. Eduardo Andrade 

coMfAMT Whitman Breed 

fAXKo 1 212351 3131 

Trident Trust Comparry (Cayman) Limited 
MAHo (345)949-0881 


»ATi January 13,2000 

tmt 9:58 AM 

r.c.l ^ cove' 

«*r. «o TRIABD 


Dear Mr. Andrade 


EBARGE, LLC 

Wc are pkased to advfee that the Registrar of Corqjamcs has confirmed that the captioned Delaware 
I,LC qualifies for rcgistraikm as an exempted corapany m the Cayman Islands, without the ruxd to 
amend it for share capital. FoDowing registration in Cayman the company would still have to adopt a 
fbnn of Memorandum & Aitfcles of Asscciation samilar to that emailed to you previous^. 

I attach an extract of the Companies Law indicating the requirements for registration. Once you are 
ready to proceed we win prcp^c the necessary documents. 


Kind regards 
Yours sincerely 

TRIDENT TRUST COMPANY (CAYMAN) UMITED 
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Companies Law (J 998 Revision) 


PART XI -General 


Feet to iio) of Mhe 


A|^ii»T>en fcr 
conrinussiMs 


218. (1) Wherever ihts Law prov^es for or requires rhe filing of any document, 
notice or return widi the Registrar or the issue of any certificats or the Registrar 
provides a copy of any document in respect of which no fee w elsewhere 
specifically provided, the following fees rfiall be payable- 

fa) filing any documetsS S18^ 

(b) Issuing any certificate St?* 30 

(c) providing a copy of any document 3 O. 

(per foHo of 72 words). 

(2) The Registrar may, in his discretion, extend the time within which any 
thing is required to be done by this Law, whether the time prescribed therefor has 
expired or not„ and ' i voiwa - jny i-' p o noteie e ' or p r e i jccitmss f re s e nlx d' u wd a r t h i s 

PART Xll-T ransfer by Way of Continuation 

219. (1) A bcHiy corporate incorporated, registered or existing with limited 
liabiliiy and a share capital under the laws of any jurisdiction outside the Islands 
(which body corporate is m this Part referred to as a ’‘regisnunr) may apply to 
the Registrar to be registered by way of continuation as an exempted company 
limited by shares under this Law. 


(2) The Registrar shall register a registrant if- 

(a) the registrant is incorporated, registered or existing in a 
jurisdiction whose laws permit or do not prohibit the transfer of- 
the registrant in the manner hereinafter provided in this Part 
{hereinafter in this section referred to as “a relevant 
jurisdiction’^; 

(b) the registrant has paid to the Registrar a fee equal to the fee 
payable on the registration of an exempted company under 
section 26; 

(c) the registrant has delivered to the Rcgisnzr the documents listed 
in paragraohs (a) and (b) of section 203(1) (in this section 

to as “the charter documents’^; 

the name of the registrant is acceptable to the Registrar under 
section 30 or the registrant has undenaken to change the name to 
an acceptable name within sixty days of registratiem; 
the registrant has filed with the Registrar notice of die address of 
its proposed registered office in the Islands; 


I isV "3 (Lueci^xs 
0 f 
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({) the registrant has Sled with the Registrar a declaiatioo signed by 
a director of the registrant diat the operations of the registrant will 
be conducted mainly outside the Islancb:; 

(g) no petiiioa or other similar proceeding has been filed and remains 
outstanding or order made ot resolution adopted lo wmd up or 
liquidate the registrant in any jurisdiction; 

(h) no receiver, trus^, admmhtrator or other similar person has 
been appointed in any jurisdiction and is acting in respect of the 
rcglsiiani, its aSairs or its property or any part thereof; 

(i) no scheme, order, compromise or other shnOar arrangement has 
been entered into or m^e in any jurisdiction whereby die rights 
of creditors of the registrant are and continue to ht suspended or 
restricted; 

0) the registrant is able to pay its debts as they fall due; 

(k) the application for registratiem is bona fide and not intended to 
defraud existing creditors of the registrant; 

(!) the registrant has delivered to the Registrar an undertaking signed 
by a director of the registrant tfjat notice of the transfer has been 
or will be given within twenty-one days to the secured creditors 
of the registrant; 

(m) any consent or approval to the transfer required by any contract 
or undertaking entered into or given by the regbtrant has been 
obtained, released or waived, as the case may be; 

(n) the transfer is permitted by and has been approved in accordance 
with the charter documents of the registrant; 

(o) the laws of the relevant jurisdiction with respect to transfer have 
been or will be complied with; 

(p) the registrant is constituted in a form or substantially a form 
which could have been Incorporated as an exempted company 
limited by shares under this Law; 

(q) the registrant will, upon registration hereunder, cease to be 
incorporated, registered or exist under the laws of the relevant 
Jurisdiction; 

(r) the registrant, if it is (or will when registered by way of 
continuation be) prohibited from carrying on its business in or 
fro.ti u-jthin the Islands unless licensed under any bw. has 
applied for and obtained the requisite licence; and 

(s) the Registrar is not aware of any other roason why it would be 
sgainst the public interest to register the registrant 

0) Paragraphs (g). (h). (iX 0). (k), (m). (n), (o) and (q) of subsection (2) 
shall be satisfied by filing with the Registrar a voluntary declaration or affidavit 
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of s dirtctOT of the regish^nt to the effect that, having ttadt due enquiry, he is of 
the (pinion that the requirements of those paragraphs hare been met, and which 
decl^tion or aflidavit ^aH include a statetD«it of the assets and Habilrocs of the 
regiarant made up to the latest practicable date before making the declaration or 
afticfaviL 


(4) Whoever, being a dlrect<x‘, makes a declaratioB or aflidavit under 
subsecticm (3) without reasonable grounds therefor is guilty of an offence and 
li^lc on summary convktion to a fine of fifteen thousand dollars and to 
imprisonment for five ycars- 


»T»uiuui picjuuiw w LA, « r^iwxani may appiy to oe 

provisionally registered by way of continuation as an exempted company limited 
by shares under this Law. 


(6) The Registrar shall provisitmally register a registrant if- 

(a) the registrant complies with the requirement of paragraphs (a), 
Cc). (c). (0, (gX (li). (0, 0) and (p) of subsection (2); and 

(b) the registrant has paid to the Registrar a fee of one thousand five 
hundred dollars. 

(7) Paragraphs (g). (h), <0. 0) and (p) of subsection (2) shall be satisfied 
by filing with the Registrar a voluntary declaration or aflidavit of a direaor of the 
registrant to the effect that, having made due enquiry, he is of the opinion that the 
requirements of those paragraphs have been met, and subsrcnon (4) shall, mutatis 

\ mutandis apply with respect to such declaration or affidavit 

I (8) The Registrar shall register a registrant which is provisionally 
[registered under this Part upon the requirements of paragraphs (b). (d), (k). (1). 

, (nX (oX (q), (f) and (s) of subsection (2) being met, as to which subsection 
1 0) shall, mutatis mutandis, appfy where relevant. 

(9) A registrant which is provisionally registered shall- 

(a) within sixty days after registration, deliver, to the Registrar 
details of any changes in the information required by paragraphs 

(c) and (e) of subsection (2); 

• (b) file with the Registrar in January of each year following 
provisional registration, a voluntary declaration or affidavit in the 
form described in subsection (7); and 
(c) pay to the Registrar in January of each year following provisional 
registration, a fee of one thousand dollars. 
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(10) A regkcrant whidi & provbioBaHy legisiered and which foils to 
comply with paragraphs (b) and (c) of subsection (9) by 30th June in such year 
shall cease to \x provisionally rtgisiered but without prejudice to being 
provisiooalJy registerwJ anew hereunder upon complying with the requirements 
of tbb Part 

220. (1) Upon registration of a registrant under this Part, the Registrsu shall »"«*»«>>« . 

issue a CdtiHcate under his hand and seal of office thzl Ae registrant is registered ^ 
by way of continuation as an exempted company and specifying Ae date of such 
registration, and section 27(3) shall apply, mutatis mvtandis, to such cejiirjca[ic. 


(2) The Registrar shall enter in Ae register of compoiies Ac date of 
registration of Ae registrant and, to Ae extent possible wiA respect to a registrant, 
particulars of Ae raaners specified in paragraphs (a) to (h) of section 26(3). 

(3) From Ae date of registration of Ae registrant it Aell continue as a 
body corporate for all purposes as if incorporated and registered as an exempted 
company under and subject to Ais Law Ae provisions of which shall apply to the 
company and to persons and matters associated AcrewiA as if such company 
were so incorporated and registered and such company Aall have, but wiAout 
limitation to Ae generally of Ac foregoing- 

(a) Ae capacity to perform all Ae functions of an exempted 
company; 

(b) Ae capacity to sue and to be sued; 

(c) perpetual succession; and 

(d) the power to acquire, hold and dispose of property, 

and the members of Ae company shall have such liability to contribute to the 
assets of Ac company in the event of its being wound up under Ais Uw as is 
provided ihcfcin; 




Provided always Aai section 21? and Ais seaion shall not operate- 

(a) to create a new legal entity; 

(b) to prcjudi« or affect Ae identity or continuity of Ae registrant as 
previously constituted; 

(c) to affect the property of the registrant; 

(d) to affect any appointment made, resolution passed or any other 
act or Aing done in relation to the registrant pursuant to a power 
conferred by any of Ae charter documents of Ac registrant or by 
Ac laws of the jurisdiction under which Ae registrant was 
previously incorporated, registered or existing; 
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(c) except to the extent provided by or pureuant to Ais Part, to affect 
the rights, powers, auAorides, functions and liabiHdes or 
obligations of the registrant or any other person; or 
(f) to render defective any legal proceedings by w against Ac 
registrant and any legal proceedings that could have been 
continued or commenced by or against the registrant before its 
registration hereunder may, notwithstanding die rtgistranon, be 
continued or commenced by or against die registnust after 
registration. 

(4) Upon provisional regisuation of a registrant under this Part the 
Registrar shall issue a certificate under his hand and seal of office that the 
registrant is provisionally registered way of continuation as an exempted 
company and specifying Ac date of such provisional registration. 

(5) The Registtar shall enter in a register maiatamed for Ae purpose the 
date of provisional registration and name of Ae registrant. 

(6) If a registrant which is provisionally registered under Ais Part is 
registered pursuant to section 219(2) it shall automatically cease to be 
provisionatiy registered and the Registrar shall cancel such provisional 
registration. 

(7) Subsection (3) shall not apply to a registrant which is provisionally 
registered unless and until it is registered under section 219(2), and nothing !n Ais 
section shall be construed as enabling a registrant which is provisionally 
registered lo carry on business wjAin Ae Islands unless it complies wjA Ac 
requirements of Part IX. 

221. (1) A registrant shall, within ninety da>^ of registration by special 
resolution passed in accordance with this Law. make such amendments, 
aherations. modifications, variations, deletions and additions (in this section 
referred to as “changes”), if any, to its charter documents as arc necessary to 
ensure Aai they comply wiA Ae requirements of this Law as they relate to an 
exempted company. 

(2) Within ninety days of registration, the registrant- 

(a) may, instead of passing a special resolution makmg Ae changes 
required by subsection (1); or 

(b) shall, whether or not it has passed such a special resohitti^ 
making, or purporting to make, such changes, if the Registrar so 
directs. 
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apply to the Court for an order approving such changes and the Court, if satisfied 
i^r the changes (with such modincations. If any, as it considers appropriate) are 
necessary to ensure that the edraner documents of the registrant comply with the 
requir«nents of this Law, may approve them accordingly and make such 
consequential orders as it thinks fiL Changes, when so approved, shall take effect 
as if they formed pan of the chaner documents. 

(3) A copy of the special resolution passed under subsection (I) or of the 
order of the Court made under subsection (2) shall be filed with and registered by 
the Registrar whose certificate of regisir^ion thereof shall be conclusive evidence 
that the charter documents comply with the requirements of this Law. 

(4) After registration of the registrant and ur>til such time as the charter 
documents of the registrant are changed to cwnply with the requirements of this 
Law OT to the extent they cannot be changed so to comply, this Law shall prevail. 

(5) Tlie provisions of the charter ttecuments of a registrant which would, if 
the company had been Incorporated under this Law, have been required by this 
l^w to be included in its memorandum of association shall be deemed to he the 
registered memorandum of association of the company and the provisions of the 
charter documents that do not by virtue of the foregoing constitute the rc^siercd 
memorandum of association shall be deemed to be the registered articles of 
association of the company, and the company and its members shall be bound 
thereby accorcBngly. 

222. Where a registrant is also registered as’ a foreign company under Part IX it 
shall, upon registration under Part XII, automatically cease to be registered under 
Part IX and the Registrar shall cancel such registration. 

223. The Registrar shall forthwith give notice in the Gazette of the registration of 

a registrant under this Part, the jurisdiction under whose laws the registrant was s «" « 

previously mcorporaicd, registered or existing and the previous name of the 
registrant if different from the current name. 

224. (1) An exempted company incoiporated and registered with limited 
habjiity and a share capital under this Law. including a company registered by 
way of continuation under this Part, which proposes to be registered by way of 
continuation as a body corporate limited by shares under the laws of any 
jurisdiction outside the Islands (hereinafter called an "applicant’^ may apply to 
the Registrar to be de-regtstered in the Islands. 

(2) The Registrar shall so tle-rcgisteran applicant if- 
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EBARGE,LLC 

WRITTEN CONSENT OF THE SOLE MEMBER 
TO ACTION IN LIEU OF MEETING 


Pursuant to the provisions of Section 1 8'404(d) of the Limited Liability Company Act of 
the State of Delaware aird consistent with the Certificate of Formation and Operating Agreement 
of EBARGE, LLC, a Delaware limited liability company (the ^ 'Company ''), the undersigned, the 
directors of ML IBK Positions, Inc., the sole member of the Company, hereby consent to the 
adoption of the following resolutions and to the taking of the actions contemplated thereby, in 
each case, with the same force and effect as if presented to and adopted at a meeting of the 
member: 

REGISTRATION BY WAY OF CONTINUATION 

IT IS NOTED that the Company is registered as a limited liability company pursuant to the 
provisions of the Limited Liability Company Act of the State of Delaware under Section 18-201 and 
whereas it is considered to be in the best interest of the Company, 11 IS RESOLVED that an 
application be m^e to the Registrar of Companies in the Cayman Islands for registration by way of 
continuaticHi of the Company to the Cayman Islands under the provisions of Section 219-223 of Part 
Xn of the Companies Law (1998 Revision). 

IT IS FURTHER RESOLVED that the Memorandum and Articles of Association attached hereto 
as Attachment A be and hereby are approved and adopted as the Memorandum and Articles of 
Association of the Company effective upon the registration in the Cayman Islands as an 
exempted company limited by shares. 

IT IS FURTHER RESOLVED that ML IBK Positions, Inc. is appointed as sole director of the 
Company. 

IT IS FURTHER RESOLVED that any director of the member company and/or Trident Trust 
Company (Cayman) Limited be, and hereby is. authorized to execute and deliver, or cause to be 
ex«:uted and delivered, in the name and on behalf of the Company, and under its corporate seal or 
otherwise, a Declaration of Operations, substantially in the form of Attachment B hereto, a 
Notice of Transfer, substantially in the form of Attachment C hereto, a Declaration pumiant to 
Section 219 (2X0 of the Companies Law of the Cayman Islands, substantially in the form of 
Attachment D hereto, a Certificate of Transfer, substantially in the form of Attachment E hereto 
and any and all certificates, agreements, authorizations and other instruments and documents, and to 
take any and all ^tions and to do any and all things as shall be necessary or appropriate to cany out 
the intent and purposes of the foregoing resolution. 
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IN WIT>iESS WHEREOF, we lave hereunto St* our hands as of the 1‘i— 
day of February, 2000. 



Mark F. McAndrews 


Joseph S. Valenti 
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m WTOffiSS WHEREOF, we have hereunto set our hands as of the /J'— 
day of Fctfuary, 2000. 


Gaiy M Carlin 


Mark F. McAndrews 
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Oar re£ EBA-A 
Fdjniaiy ,2000 


nw Registrar of Companies 
Tower Buildmg 


CaandCaymm 
Dear Sir 


EBARGE,IXC 


Pursuant to Section 219(2)® of Part XD of the Cranpames iaw (1998 RcvisionX I 
Josqih S. Valenti, hctrfiy undertate that notice of die transfer by way of contmualioii of 
EBARGR, IXC to the Cayman Islands has been or will be given wid^ twenty-one days of such 
iqiplication to the Registrar of Companies to the secured creditors of the Company. 


EBARGELLC. 

By: ML BSK Positions. Inc, its sole 
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A statemcnt-of flie assets and fiabflities of file con^aay nude op to the latest piacticable date 
is attached. 


EBARGE,LLC, 

By: ML IBK Positions, fat, its sole 



SWORNANDDECXAREDbefarcineat this 


Notaiy Public 


IGNATHEA BABRETT 

Hotatv Public. Stale ot New York 
No 01 BA 48538 t» 

OuaMiea ,n Wes.cnesiet Co 
Comm.ss.on Expires feb- 17. 
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IN THE MATTER OF 
THE COMPANIES LAW 
SECTION 219 (3) 

AND 

IN THE MATTER OF 
EBARGE,LLC 

VOLUNTARY DECLARATION 


L Joseph S. Valenti rashe oath and say as fellows: - 


1. 


That I am the sole Dinxtia of fee said Coopany which is ^plying fer r^jstiatioi 
of continuation under the Cratqjanies Law, Cxp. 219-223, of the lawa^ of t 
Islands. 

I am of the pptnion feat having made due inquiry, the requirements of fee ; allowing 
paiagt^ihs (g), 0 j)> CD. 0). W. {niX (n), (o) and (q) of subsection (2) of Section i 9 of fee 
Conqjanies law have been met, i.e.: 

(g) no petition or other similar proceeding has been filed and remains 01 ! landing 
or order made or resolution adopted to wind up or Kquidare the registr it in any 
jurisdiction; 

(h) no receiver, tmstec or administralor or other siinilar person has been ; pointed 

in any jurisdictiem and is acting in respect of the registrant,^ its affi :s or its 
propexQ'oranypartthereol; , 

(i) no scheme; order, conpromise or other srmilar arrangement |ias bee entered 

into or made in any jurisdiction whereby tbs rights of creditots of fee igistrant 
are and cotrtinue to be su^rended or restricted; | , 

the registrant is able ID pay its debts as feey 611 due; 


© 

(k) 

Cm) 


(o) 

(o) 

(<I) 


fee application fer registration is bone fide and not intended to defiaui| existing 
creditors of fee registrant; 
any consent or pproval to the transfer required by ar^ contract or impairing 
entered into or given by fee registrant has been obtained, released or waived, as 
fee case may be; _ I 

fee transfer is permitted by and has been approved in accordance wife the 
charter dooinrents of fee registrant; 

fee 6ws of fee relevant jurisdiction with respect to transfer have betj or will 
be compHcd wife; 

fee registrarrt will upon registration hereunder cease to be ineo^ialed, 
registered or exist under fee 6ws of fee relevant jurisdiction; j ■ 


That we make this DeclazaHcn pursuant to Section 219(3) of fee Campanies Law ol^e 
Cayman Islairds to stpport the application of the said cimpaiy to be registered 1^ i|ay of 
contmualion to fee Cayman Islands. 
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IN THE MATTER OF 
TBE COMPANIES LAW 
SECnON2U>CX0 

AND 

IN THE MATTER OF 
EBARGE.LLC 
DECLARATION 


L Joseph S. Valenti, noke oath and say 33 follows: - 

1. That we propose to be a Director ofthe said CtaqMnyttdiich is Jjtplying for registration ly 
way of continaation under the Compames Law, Cap. 219-223, of the laws of foe Cayman 
Islmds. 

2. That foe operation of foe said Company will be conducted mainly outside foe Cayman 

3. That we make this Declaration pursuant to Section 219 PX*) ** Con^janies law of foe 
Cayman Islands to siqipoit foe plication of the said Company to be mustard by way of 
continiiatioa as an Exempted Conqiaiiy. 


EBARGELLC. 

By: ML IBK Positions. Inc, its sole 



SWORNANDDECLAREDbeforemeatyv/^^i-jf/^^/lins i^dayof 


2000. 


\ 








Not:^Pid>lic 


IGNATMEA BARRm 
Notary PubJ-c. State of 

No OIBA-iSSBai* 

Ouatif.ed .n Westenester 
Comn,««nExo.res Feb- 17. 
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rODE MIN/SEC PSS 
EC— S 02*06- ess 


DIDO STRTUS' 
226 OK ; 


Whitman Breed Abbott & Morgan ixp 

200PARKAvtNUE ♦New YORK. NTlOl 66 ♦Phone: 212-351-3000 * Fax: /ii-SSI-SOl 

FAX TRANSMTITAL SHEET 


From 

EibUAROO NX A>n>iuDE 


Phc^Numb^ 

212-3S1-J24| 

Ro(»iNin*BEiC'' 

2»a // 

HKTt 

Fabruary IS, 2000 

Total Number of Paces (iNCwmiNQ nos taot): 

TO 

COMPAHT 

Fax Number 

Phone >h;MBER 

Savina A Jeruyiia'vdam 

Tridnt Trust CMupaay (CayznaB) Ltd. 

p45) 949^BS1 

(34^949-oggo 


Comments: 


At long last, attached please find a ct^ of the cceented Bwd Resolotions forEbarge, LLC. Please let me Icnow 
if there is anyt^g else we have to do ia order tt> get Ebarge registered hy way of coatimiafion. Once you infona toe that 
that you are going to have Ehsrge re-doznicned, I will have the Certificate of TVanafer filed in Delaware (it ia already pre- 
filed for easy filing). I should he able to get some kind of Ccrtificale from Delaware stating that Ebarge is no longer 
domiciled there which I will send you once I get it 


In addition, have you received payment yet from Enttm. I iaformed Orem to remit you psymern fmthwith. so let 
me know if you have not received it by wire or mail. 

Regard:^ 

Eduardo Andrade 



IF YOU HAVE NOT RECEIVED THE CORRECT NUMBER OF PAGES CALL (212) 351-339« 


ducksar* undf? ir*. If ytn mz neiOier lt« iiundul w rnatej'ac w ttats ratponjiVle fer Mi-crinc Ve to tf* ntmded roojizox, ym w« 

hereby iwnfied dw eny dinensnsbexx distr^Mon Of cof/fvrt of Sui ea»i«is»ncaoa> i> arieSy pn^'^cd. If you hi»c meived iJbi t u t ii i u ii iu den m tntr. notify at 
irrrvdiialy by trlrt^Kint. »nd reiwa die orignal iw3*»jc B lu n die abox idibTx by mMl. ThMik you. 

4i9436->l 0(»«2«-f)053 


MS 24525 





2541 


Whitm/v.< Breed Abbott & Morgan llp 

im Park Avenue * New York, NY 10166 * Phone; 212-351-3000 * Fax: 212-351-3131 

Fax Transmittal Sheet 

Phone Number room ?^ber 

212-351-3241 2861 


To CcMkiPANY Fax Number Phone Niaiber 

Sabina A. Jerrybandan Trident Trust Compaoy (Caymaa) Ltd. (345)949-0881 (345)949-08^ 

Comments: 

At !ong last, attached please find a copy of the executed Board Resolutions for Ebarge, LLC. Please let nic know 
if there is anything else we have to do in order to get Ebarge registered by way of cc«itinuation. Once you inftmn me that 
that you arc going to ha>^ Ebarge re-domidled, I will have the Certificate of Transfer filed in Delaware (it is already pre- 
filed for easy filing). I should able to get some kind of Ccrtificalc from Delaware stating that Ebarge is no Icmgcr 

domiciled there which 1 will send you once 1 get it. 

In addition, have you received payment yet from Enrcm. I informed them to remit you payment forthwith, so let 
me know if you have not received it by wire or mail. 

Regards, 

Eduardo Andrade 


From 

£DVARI>0N.T. ANDRADE 

Date 

February 15, 20GO 

Total Number of Pages (including this page): 


IF YOU HAVE NOT RECEIVED THE CORRECT NUMBER OF PAGES CALL (212) 351-3396 


This message » inwided smiy for die use of ihe mdividiia! or enBiy » which ii is addressed, and may «mSM» mfOTmation that is privileged, confideniial and exempt fiwn 
disclosure undo- applicable Jaw. If you a« sreiiher the inicnded recipient n« ihe employee or agent le^wnsible for delivering die message to the intended recipient, you are 
hereby notified that any dissemifiatjoB. disiriMrtion or cepying of this commarricaDoB is spkily prohibited, if you have recerved this communication m error, notify us 
irranediaiely by teicjrfKme. and return the original message to us at the above address by maii Thank you. 
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ML IBK POSmOKS, IMC. 
Assistant Secretary's Ceitificate 


h Douglas P. Madden, DO HEREBY CERTIFY that I am a duly appointed 
Assistant Secretary of ML IBK Positiwis, Inc,, a Delaware corporation (the “Company”), 
and. in such capacity, am authorized to execute this certificate on behalf of the Company. 
I DO FURTHER CERTIFY that the following resolutions were duly adopted by 
unanimous written consent of the Board of Dir^ors of the Company on February 14, 
2000 and such resolutions have not been amended or modified and are in full force and 
effect as of the date hereof: 

REGISTRATION BY WAY OF CONTimJATlON 

IT IS NOTED th« the Company is re^stered as a limited liability company pursuant to die 
provisions of the Limited Liability Company Act of the State of Delaware under Section 
18-201 and 'wdicrcas it is considered to be in the besa inicrcst of the Company, IT IS 
RESOLVED that an aj^lication be inade to the Registrar of Companies in the Cayman 
islands for registration by way of continuation of the Company to die Cayman Islands under 
the provisions of Section 219-223 of Part XH of the Companies Law (1 998 Revision). 

IT IS FURTHER RESOLVED that the Memorandum and Articles of Association 
attached hereto as Attachment A be and hereby are approved and adopted as the 
Memorandum and Articles of Association of the Company effective upon the registration 
in the Cayman Islands as an exempted company limited by shares. 

IT IS FURTHER RESOLVED that ML IBK Positions, Inc. is appointed as sole director 
of the Company. 

IT IS FURTHER RESOLVED that any director of the member company aruVor Trident 
Trust Company (Ca>mian) Limited be, and haeby is, authorized to execute and deliver, or 
cause to be executed and delivered, in the name and on behalf of the Company, and under 
its corporate seal or otherwise, a Declaration of Operations, substantially in the form of 
Attachment B hereto, a Notice of Transfer, substantially in the fonn of Attachment C 
hereto, a Declaration pursuant to Section 219 of the Companies Law of the Cayman 
Islands, substantially in the form of Attachment D tercto, a Certificate of Transfer, 
substantially in the form of Attachmem E hereto and my and all certificates, agreements, 
authorizations and other instruments and documents, and to take any and all actions and to 
do any and all things as shall be necessary or appropriate to cany out the intent and 
purposes of the foregoing resolution. 
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IN WITNESS WHEREOF, I have executed dus CeitiScate on iMs 16* day of 
Fcbruaiy 2000. 
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EBARCE,IXC 

CERTIFICATE OF ASSISTANT SECRETARY 


I, Douglas P. Madden, aclizig in nqmpsdv IS Assistant Secntaiy of ML BK 
Positioiis. Inc, ( "MLBK 'T. the sole director and sole member of Ebarge, LLC. a Delaware 
limited liability company (the "CompairO . DO HEREBY CERTIFY due 

1. The persons whose respective signatures are stated on the fijllowing page. 

are dnly ^pointed and qualified on this day to hold the office set fijtdi opposite Bis 
and that *« signatures set forth below are the gourine signature of such persons. 
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Name 

Gaiy M- Carlin 

Mark F. McAndrcwj 




By: 



ouglas P. : 

Tide: Assistrat Secieta^ 
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Whitman Breed Abbott & Morgan llp 

200 Park avenue ♦New York, NY 10166 ♦phone: 212-351-3000 ♦ Fax: 212-351-3131 
Fax TRANSMirrAL Sheet 



Sabina A. JERRY8ANDAN Trident Trust Company (Cayman) Ltd. (345) 949-0881 (345)94!M)8W 

Comments: 

Attached please find the following executed documents pertaining to the re-domiciling of Ebarge, LLC: 

(i) Assistant Secretary’s Certificate, certifying as to the authenticity of the Board resolutions; and 

(ii) Certificate of Assistant Secretary, certifying as to the incumbency of the directors of ML IBK Positions, Inc. 

The originals of these documents will be arriving via DHL tomorrow from Merrill Lynch. If the body of either of 
these dc«niments is deficient, please Jet me know and I will have the body of such certificate edited In addition, I should 
be able to fax you a copy of the Certificate of Incorporation of ML IBK Positions, Inc. by tomorrow. 

Regards, 

Eduardo Andrade 


IF YOU HAVE NOT RECEIVED THE CORRECT NUMBER OF PAGES CALL (212) 351-3396 



This mesiusc is iniewted oniy f« Ore «ts<- of ihe mdivSduaJ or «imy io which it is »ddt«s«J. and nay conain mfomation is privileged, cimfufential and exempt from 
disclosure under ^licahle law. H you wr neither the intended nxipicni. nor *c employee or agent responsible for deitvering die message to the in*nded reeipicni. you »r 
hereby notified that any dissctninanon. distribution or copying of this cwnmunicaDwi is strictly prohibited. If you lave received this cotwnunicthon m error, noti^ us 
immediaielv by telcphtme. and return the original message »us at the above address by mail. Thank you. 
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Whitivia.1 Breed Abbott & Morv^an llp 

200ParkAvenui ♦ New YORK, NY 10] «6 * Phone: 212-351-3000 * Fax: 212-351-3131 

Fax Transmittal Sheet 


From 

Eduardo N.T. Andrade 


Phone Number 

212-351.3241 

Room Number 

286! 


Total Number Pages (INCLUDING THIS PAGE): j 7^ 

To 

Company 

Fax Number 

Phone Number 

Sabina A- Jerrybandan 

Trident Trust Company (Cayman) LhJ. 

(345) 949-0881 

(345) 949-0880 


Comments: 

Attached please find the Cerrificatc of Incorporation for ML IBK Poations, Inc. i how hope that you have all the 
requested materials and that we can finally get Ebarge re-domiciled today. The reason I ask is that I am going on vacation 
next week so I really do have to have this wrapped up now. Please let me know when you have the documents filed so 
that 1 can have the Delaware Certificate of Transfer filed. 

Regards, 

Eduardo Andrade 


IF YOU HAVE NOT RECEIVED THE CORRECT NUMBER OF PAGES CALL (212) 351-33P6 


This nifssage » immded only fw the x>se of ihe individual or maty » which i« is addirssrd. and may contain infonraiion ihat is ;wivileged. coniidentia! and cten^ from 
iiscloiure ondet applicable law. If you arc neither the iniended recipimi, nor the err^toyct or afcni responsible for deiiverinf Bit message » flie aHended rttipieni. you are 
hereby nenified ihai any dissen^iion. disbibution « copying of this commcmicanm is strictly prohibiied. If you have received this tcwnn»jnicati«» in enor. notify «3S 
mmedaieiy by telcphont. and return the original message to us at the above address mail. Thank you. 
i30373-vl 006443S-0053 
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ent By: IHCWPmATlm SERVICES; 


33257S315Q ; Edb-IS-Of 


State o/Detaware 

Office of the Secretary of State 


PACE 


1 


J, EDKABIf J. JMSZ, SBCKETASar OP STATE OP TSE STATE OP 
ISZTA53A5J2, CO HEREBT CBSTXTt THE ATISCSEC IS X TiUIS AKB CCKRAECT 
COPT OP THE CERTXPICATE OF "ML IKTERrONCIKG, 



2I4457S 8100 

00107B442 





Edward f. freely StcrtTory of State 
0261362 

AUTHB^rnCATICtfJ: 

02-16-00 

DATE: 


Psga 2 
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suit By. iNCOBPOBATim services; 


302B7B3150 ; 


Fstj-ie-of 


Page 3 


moatmin SMIS TILSil- Oct 23.90 !3:48 P.02 

BIVISIOB {»• coRpownoss 
raa© 025 30 fH 10/23 A»>0 
720236137 - 23MS7f 

C8Riiri»Ts or wcoRpoj»Tirai 

of 

to. ItXERrOTDIHG, I»C. 


AITICU: I 
rente 


The asse of the t^rporefcieia If ML Xaterfundiny^ Zntf« 

MET2CLX XX 

KegietereO eztd ftegiiter^d 

The regieterea office of the Coirpoftfcton in the St»ta of !>eX- 
aware ii loeatea tt Corpocstioa Txuie Conterr 1209 Orecge Street* is 
tba City of WilmiagtoB* Q>BBt7 of Self Cfftle* The naiae of the Cor- 
poration* f zegiaterod agent i» The Corporation Trwst Company. 


jpotrzcts XXX 
Corporate rurposes 

The pvrpose of the Corporation if to engage is any Iswfnl act 
or actlTity for which corporation* aaiy be organieaa under the 
General Corporation Law of the State of Celawmze. 


JURTICLE IV 
Authorifod Shares 

Section 1. Shires Anthorlred . The total number of shares of 
all elBsees of capital stock that the Corporation is authorized to 
iaaue £l two thousand (2*680) shares* of which one thousand <1,006) 
shares shall be cotacBoa Stock* par eelua ten dollars ($10.00) .par 
share CCoenson Stock**) and one Uurosaad (1*000) shares shall be Pra- 
ferrad Stock* par value ten dollars ($10.00) per ihace ('’Preferred 
Sfcoc)c“), 

Section 2. iiahts anfl Peat-rirti Qaa o^Preferred Stock . Autho- 
rity is hereby expressly vettad In the Sosrd of Directors of the 
Corporation* aubjeot to the provisions of this Xrticla rv snd to the 
IlaitatioBS preacribad by law* to authorize the iaaue irow tino to 
tine of one or »are series of Preferred Stock and with respect to 


20560 
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SBiit ay: ihcwpw*ti'*s sebvices; 


3026783150 ; 


F.b-16-of 1:36; 


Page * 


TEL No . 


Oct 23»90 1-5:49 P.03 


•«ob such «erl4i« to £ix bf xesolutton ox rosolutions tha Totino 
powexs# £b 11 or Uaitod# if iny, o£ the thexM of such esxief tnd 
the Oeeignatioctt^ prefereiK:e« and xelative, partielpatino, optlDnei 
or other special rlohts aod the tptalificatlona, lieitatioas or re* 
•trictlons thereof. The authorltr of the Board of Directors with 
xecpect to each eariOk shall taclude, hot oot be liaited to. fcb« Oe- 
tennioatton or fixing of tiM» Collowlag; 

<8} The designation of such eeries. 

(b) Tb« niTidsBa rate of snch series, the conftitioas sntf 
dates upon which ssch diTidendi shall bs payable, the relation 
which sech dividaada shall bear to the ^Uidendt piyabla on any 
other class or clssses or series of the corporation*! capital 
stock, and whether such diYldeods shell be cuaralatiTe or non- 
cnmilatixe. 

<c> Whether the shares of such series shall be eubiect to 
redemption for cash, property ox eights, including securities 
of any othsx oerpocetion. by the CoTpecstioa at the option of 
either the Corporation or the holder or both or upon the hap- 
pening of a epoclfied event, and, if neds subject to any such 
rsdamptioa, the tii»ea or events, pricse and other teems and 
conditions of such redemption. 

(d) The texBui end eaount of any finking fund provided for 
the purchase or redanptlon of the shares of such series. 

{a> Nhetbex or not the shsxas of such series ahell ha con- 
vsrtlble into, or exchangeable Cor, at the option of either the 
holder or the Corporation or npon the happening of a specified 
event, shares of any other class or classea or of any other 
aarles of the ease or eny other elsas ex cissies of the Corpo- 
ration's eepltsl stotk end, if provision be made for oonv«r*ien 
or exchange, the tinea or events, prices, rates, •djustments, 
and other terms and eoz^itlons of sach conversions or exchanges. 

<e> The restrictions, if any, on the Issue or rsltsue of 
any additional Preferred Stock. 

(g> The rights of tne holders of the shsces of such series 
upon the voluntary ox involuntary liguidatlon. dissolution or 
winding up of the Corporation. 

(h) The provisions as to voting, options and/or other 
special rights and preferanesa, if any. 

Section 3. Slohta arA Reatrlct lone ef Conmoa. Stack. The 
powers, preforsnees, rights, qualifications, limitations or restric- 
tions thereof in respect to tlus torsaon StoeX ate si followss 
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n1 By: INCOTP0BATIN6 SERVICES; 


30287B3150 ; 


F»t)-16-0' i:3S; 


Page 5 


TEl No . 


Oct 23.90 13:49 P.06 


(i> Xbii CoiMioB 8toc^ lit junior to tto Fcefotred BtocJt >s4 
is Sttbjset to fell powsrs* rl^ts* prisllegss, prefsrsDcet lad 
prloritiat of ths Pref»rx»d fitoek ss bsrsia or la asy- tosolu- 
tion or rosDlutieaa adoptodi hr tbs Board of Diraetora pursuant 
to aat2u>ritT arproaaly vasted ia it hr tha proytsioas of 8ac> 
tiea 2 of tkia ArtielS. 

(b> Tha OutsBoa Stock shall hast voting rights for tho 
elactlon o£ Olcectocs sad for all ethar puxposss* each holder 
of CoiiRson Stoot b«lB9 eatitlad to ooa aota for Mch shmva 
thareof hold such holdar, anuipt as oiborwisa raguirad bf 
las. 

Sectloa 4. Tngraaaa or DftQraaaa in tomint of Authorised 

Tha oundMir of authoxisad sharas of any Class or classes of 
capital atock of tha Corporabloh sMiy ha iscraasod or dacroBsad by as 
•mandmant to this Certtflcata of Incosporatioe authoricad by tha 
afflnsatlT# oota of tha holAacs of a Bajoritj of tha iharas of tha 
Comnon Stock outstanding and astitlad to rota tharaoa oDd, axespt as 
oxpressly providad In tl^ Cartifieata of Incorporation or in any ra<- 
solutioQ or rasolotions sdoptad by tba Board of Mractors porauBSt 
to tne authority azprasaly sastad in it by tha provisions of Saction 
2 oC this Article with raspect to tba Prafarred Stock »od sxcapt ss 
othamlBS providad by lav* no vote by toldazs of capital stock of 
tha Corporstioa other than tha Coiaaon Stock shall ba required to sp> 
prove such action. 

Section ». Shatas ^otlglfefl_to Mora or Leia than One VQtd^ if, 
on any msttax, any Class or sarlea of the &>rpoxation*i capital 
stock shall ba entitlad to acre or leas than one vote for any share, 
every refazenca is this Certificate of incorporation aM in any 
relevant provision of lew to a aajocity or othar proportion of stock 
shall refer to such najerity or other proportion of the votes of 
snch atock. 


AScxza>E V 

Corporate Bsistence 

Th« o>rporatlon le to have psrpeCual existence. 


AATICtk VI 

Powers of Board of Oirectors 

In furtberanee and not In limitation of the powers coaferrad by 
statute, the Board of Directors of tha Corpotitios is expressly 
Buihocised: 

(a) To make, alter# enena or repeal the By-iaws, except ss 
otherwise expressly provided in any By-Law Bade by the holders 
of the capital stock of the Corporation entitlad to vote tbora- 
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nt By: 


incotposatinb services; 


3026703150 ; 


Feb-16-0' 1:301 


Pag® 6 


TEL Me . 


Del 23»90 13:50 P.C5 


on, kev leer hm tlttxwS, tiMUicIftd ot Xft{«iled hf th* 

boliSexs of thft capitBl ttoeX of Ibe Coxporation ontltlviS Co 
vote tbeseoft at a&f tnBOil iUHitiz>9 or at ai^ apecitl nooting 
called for tb&t perpoae. 

(o> 90 authorise asd eaase to be executed eortgeges and 
liana agon the seal and paraonal pxcpectT^ of the &}rporatioii» 

<e) To deteraine the oxe and fiiipoeltion of asy auspXui 
and net profit® of the Coeporation, inelndiao the dataraloetlon 
of the aaount of working oaplcel regoired* to aet epert ont of 
any of tba fvsda of the Corporation, whether or not evailehU 
for diwidOBd®, a reserre or taservea for »ny proper purpoie end 
to abolish any auob retetra i& the Ksaner Is which it wat 
ccBited. 

(d) To deaigsice, by reeo^lutioa passed by a aajority »z 
the whole Board of Directors# one or oote conaltteoB, each 
nlttee to consist of two or sore directors of the Corporation, 
which, to the extant provided is the retolution desigsatln? the 
coanittoo or la the By>>Laws of the Corporation, shall, subject 
to the llidtBtlona prescribed by lew, hev« and ney exercise all 
tho powers snd authority of the Board of Directors in the nan- 
•geeant Of the businaas and affairs of ths Corporation and cay 
authorise ths seal of the Corporation to be affixed to all 
papers that aay xegulre it> . Such cosnittee os coandttees shall 
beva such oeisa or asnes as nay be prorSded In the Sy-bawa of 
the Corporation or as may be detarcined free tine to titae by 
xaeelution adopted by ths Board of Diceetora* 

(a) To adopt such peasloa, ratixea>ast, deferred compensa- 
tion or other envloyee benefit plana or psovlalons as may, from 
tlTBa to tiiM, be approved Toj it, proriding for pensions, ra- 
tlreffiant Isc^a, deferred oonpensation or other baaefits for 
officers or eaoloyees of tbe Corporation and of any corporatioQ 
tbet is s aubaldisry of tbe corporation, or any of then, in 
consideration for or In recogoition of tbe aorvloea randared by 
such officers or es^Ioyeee os as an indactoDent to future ef- 
forts. Ho such plan or provisioa, which is not at the tine of 
adoption unreasonable or unfair, shall be iavslidsted or in any 
way sffseted because aay director shill be a beneficiary there- 
under or shall vots for any plan or provision under which be 
may benefit. 

(£) To exercise, in addition to the powers and suthoritles 
hereinbefore or by law conferred upon it, any such poware and 
authorities and do all such act# and things as nay ba axatclsed 
or done by the Corporation, subject, nevertheless, to the pro- 
visions of the laws of the state of Pelswaie and of tbs Certif- 
icate of Incorporation and of tho By-bawa of tha Corporation. 
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ent ays 


incorporating services; 


3026783150 ; 


Feb-ie-O =5:37; 


Pag# 7/13 


Ho. Del 23.90 13:51 P.OS 


ARTICW VII 

Llaiifeatioa o£ Dlr®ctOtt* lBa«»aine*fcSon 

tr CorpoxitloA 


tor of tb# Cotporafcioa shall 1 m pacsoatllr liabU to tho Cotpoiafclos 
or its stocXholdori for fneastarr dtasges fox breach of fidiiclarr du- 
ty as • dixeofcor, except,- to the ezteat provided by eppHcehle law, 
for liability <i> for breach of the dlrectoz'f dtoty of loyalty to 
the Corporation or its stockholders, (11) for sots e: oalsiions hot 
in good faith or which Involve lBt«otiozisX iBlsco 2 >duct or a hnowiag 
violation of law, (ill) purtosat to Saetlon X7< of the Delaware Oes.. 
eral Corporation Uw or Uv) for asy traoaaction Iron which the di- 
rector derived an improper paraooal baanfit. If the Delaware Cenar- 
»1 corporation Law Is haraafter aiBended te eotborlse corpozate ac- 
tion further limiting or eliminating the personal liability of dl- 
cectoca* then the liability of etoh direoter of the Darporation 
shall be llaitsd or alialnatod to the full ezteat pernitteO by the 
Delaware General Corporation Daw as so atoendad from tine to time. 

<b> neither Che asendaMKit nor repeal of this Section 1, nor 
the adoption of any provision of the Certificate of Incorporation 
inconsistsst with tblr Section 1, ahall eliminate or reduce the ef- 
fect of Chit section 1, in raepect of ai7 matter occurring, or axty 
CBuae of action, anlt or claim that, but for this Section 1, would 
aeerua oc arise* prior to auch asa&Aaent, repeal or adoption of an 
inconsistent provision. 

tion ahall li3aeHmt^S7^pecaon"wbo ta^or'was^a director or ol^icer 
of the Corporation, with raapect to aetione taken or omitted by such 
parson la any capacity in which each pexaoa aerrea the Corporation, 
to the full extent authorised or permitted by law, as now or hereaf- 
ter in effect, sM such right to indeoalfication ahall continua aa 
to a person who has ceaaed to be a director or officer, as the case 
may be, and shall inure to the baneClt of suc^ person's heirs, exe- 
cutors end personal and legal rapresantatlvaa; fixsxidfid, howaver . 
that, except for proceedings to enforce rights to indennif icatlon, 
the CorpoTstion shall not be obligated to indemnify any person in 
connsctlon with a proceeding (or part thereof) initiated by such 
person unless such proceedir^ (or part thoceof) was authorlead in 
advance, or unanimously consented to, by the Board of Directors of 
the Corporation. 
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sent By: incotpobatim sebvices; 


3026783150 ; 


Feb-16-0 3:37; 


TEL Ho. 


Oct 2 $p90 13:51 P.07 


<b> Directors snl efCicers o£ th^ Corootstion >h>21 hrra the 
ciybt to be paid hr tho CorporitloR ozpsatot Iscucrod ia defendixto 
or otbtntU* p&rticipstiag ia tx^ otoeeoding in sdvanoo o£ its tissl 
dispoaltion. 

(c> Tb« corpocstloa Tifjt to tb» sxtaat suthorixod Croa time to 
tiiao tbo Board Ot Director!* prOYide tight! to tndeiBaifieBeion 
miO. to the advsBceaeat of •zj^tei to nployses tod agents ol the 
Cocporatioa. 

(d) The cigbte to isdeBmlficstioa and to the adranceaent of et~ 
paoses conferred in this sectios 3 shell not be excluaive of anf 
other right that anr pscsos aay blTo or hereafter tcgoice under this 
Certificate oE Incorpocatioa, the by-lawa, any statute* agreeaeat* 
70te of stockholders ox diaiaterested fiirectocst or otherwise. 

(e) Any repeal or eodlficttioa of this Section a by the stock- 
holders oE the CorporatioB Shall not adrersely effect any rights to 
iadunnificatiOB aed to adraxsceiMmt of expeneas that any person stay 
have at the time of such repeal or ■odiflcatlon with respect to any 
acts or oadaaiona occurring prior to stK;h repeal or modification. 


AhTiCLt rcii 

Beaervation of Bight tO Amerd Certificate of Incorporation 

The Corporatloo reserres the sight to anesd* alter, change or 
repeal any provistons contained in thia Certificate of incorporation 
is the manner now or hereafter pseserilwd by law, and all the provi- 
siooB of this Certificate Of Incorporation and all rights and powers 
conferred in this CertiCicats of Incorporation on etocXholdoss, di- 
rectors end officers are subject to this resarred power. 


wenOJl IX 

Tb« name extd nailing sddrets of the lncorporator is Dsune R. 
Willians, 250 Vosey Street* Bow Totk, »cw Toxk 10281-1334. 


For the purpose of fomlag a corporation pursuant to the General 
corporation Law of the State of Dalaware* the undersigned hereby de- 
clsres aod certifies that ths facta herein stated are trua; and bc- 
cordingly has haraunto aet her hand this IBth day of 1990. 
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S«nt By: INCOBPOBATING SEBVICES; 3026783150 ; Feb-1B-0' 5:37; Page B/13 

State of Delaware 

^ PACT 1 

Office of tile Secretary of State 

1, mass J. TREEI,, SPCSZIAKI OP SIATE OP Ifl2 STAIE OP 
CIIAWAJiE, DO BEBZSX CZUMPY IBB AEIiCHEO IS A THUS JUTO CORRECT 
COPY or THE CERriPICATE^PJSISlIDIOiBJi^ •III. ItraERITOTOlNG, INC. " 
CEANGIHC ITS TO ‘ML IBK 



2244576 8100 

001078442 
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s»nt By: incdbpobating services; 


3026783150 J F8b-18-0 5:38; 


Page 10/13 


sTxie or oEuwxRr 
szcRmsiT or srAr* 

omsio* or-CCsa>OHAti(WS CERTlFIvATE OF AKEHEMEKT 

TTttS lOsOe 

7?iifi5022 - 2244576 OF 

CERTinCWS OF IHC£ffiK>2ATI0S 

OF 

ML UrrXSFQXOlBO, !»:. 


HL intorfundlng, 7nc, z cocporation organized ai^ existing 
under the lavs o£ the State of D8lavare» DOES aKREBY CZSXIFT: 

First: That the Eoaid of DlrectotB of the CorporstSonr 
on April 2Z, 1991/ at a neeting dulf convened/ adopts a resolution 
proposing and declaring advisable an aoendnent to the Certificate of 
Incorporation of the Corporation and directing that such ameodment 
be suhnicted to the Hext Meeting of Stoctboldexs of the Cor- 
poration called, sstong other purposes, for the consideration there- 
of. Article Z of the Certificate of Incorporation, as proposed to 
be amended hy such resolation, is as follows; 

Bams 

The narea of the Corporation is W. IBK Positions, Inc. 


Second: That on April 23, 1991 the next Meeting Of 
Stockholders of the Corporation was Oulj held, and, pursuant to the 
afoxementiooed resolution of its Board of Directors, the foregoing 
proposed aroBDdment was suJanitteil to the stockholders of the 
Corporation entitled to vote thereon, such araeodraent being submitted 
to and voted upon by the holders of shares of C(»wion Stock, the only 
class of stock of the Corporation outstanding and entitled to vote, 
at which meeting the foregoing amendment was adopted by the 
affirraativB vote of a majority of all outstanding shares of Coimoa 
Stock. 


Third; That the foregoing as^ndment has been duly 
adopted in accordance with the provisions of Section 342 of the 
General Corporation Law of the State of Delaware. 


3S0SD 
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Sent By: INCORPORATING SERVICES; 302B7B3150 ; Feb-tB-O 9:38; Page 11/13 


nt HZZS^ NSESZOF, th« &>rporatioit has caused tJbis cer- 
tificate to be sign^S bj its Presidentr with its ^rporate seal to 
be heretmto duly affixed and to bo attested by its Becretarr this 
.aS'day of May, 1991, 


Mi tBTE3tnm0IW3, IBC. 



. tSeal) 


3606D 
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Sent By: INCORPOBATING services; 3026783150 ; Feb-IB-O S:38; Pag® 12/13 


State ofDelaware 

Office of the Seaetary of State 


PACE 


1 


I, BDHAW) J. FREEIi, SECKEIAIOr OP STATE OF THE STATE OP 
DELASaSE, BO BEEEBT CERTIFT THE ATTACHED IS A TSDE AKD COI®ECT 
COPY OF THE CEmriCATS 0^£SMISa!.iJi:.JEGlSTZRra ACEHT OF ."ML IBK 

<» ra^EVEKTB BAY OF 

■H, 


POSITIOHS, •ptS 


APRIl, A.D. '‘*> 

.-.I--. ■>. 

/ ... "--v" 


•: 

U 


111 

'4VjA«v.»« 


ja: 





2244576 0100 

00107B442 



^m4^4uJ 

ed-ufard J. Fretl, Secretary of State 


AUTHENTICATION: 

DATE 


0261364 

02 - 16-00 
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Sent By: INCORPORATlMG SERVICES; 


3026783150 ; Feb-tS-C 5:39; Page 13/13 


nanr or zsLsiau 
sarousur or tacMtt 

Sivz5ioa-or amrcmAtiaia 
rttko or: 09 jar M/ar/isn 
fniiios* > 33*4sn 


CERXmCATE OF CHANGE OF LOCATION OF REGISTERED OFHCE AND OF 
REGISTERED AGENT 


It is hrrtby cenified ihat: 


K The nainc of the corporatiOT (hereinafter called the "corporation") is 


ML IBK POSITIONS, INC. 


2. The registered office of the corporation within the State of Delaware is hereby changed to 
1013 Centre Road, City of Wilmington 19805, County of New Caate. 


3. The ptgisicred agent of (he corporation within the State of Delaware is hereby changed to 
CORPORATION SERVICE COMPANY, the business office of which is identical with the 
registered office of the corporation as hereby changed. 


4. The corporatiwi has authorized the changes hereinbclbre set fonh by resolution of its Board 
of Direaors, 


Signed on 




c. rV Stc/Zlrm^^ 
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THE COMPANIES LAW 
COMPANY LIMITED BY SHARES 
ARTICLES OF ASSOCIATION 
OF 


HEGIS- 

asi^Yo- 



ANDE 

IIS^/ 




ASST REGISTKA^F COMPANIES 
CAYMAI«SLAr«)^ 


EBARGE,LLC 



1. In these Anides the following words and expressions shall, where not inconsistent 

with the context, have the following meanings respectively and Table A of the Law shall be 
excluded; 


"Auditor" 


includes any individual of partnership; 


"Notice” means written notice unless otherwise specifically stated; 

"Ordinary Shares" means ordinary shares of USS 1 .00 each in the capital of the 

Company the holder or holders of which will have limited 
liability; 

"Register of Members " means the Register of Members kept in accordance with 

Article 13; 


"Member" 


"the Law" 


"the Company" 


means every person, body corporate or partnership registered 
in the Register of Members as the holtfa of Ordinary Shares 
in the Company, and when two or more persons are so 
rcgistetcd as joint holders of shares, means the peison whose 
iramc stands first in the Register of Members as one of such 
joint holders; 

means the Companies Law (Revised) and any statutory 
modification thereof for the time being in force; 

means EBAECa LLC; 


"Secretary; 


"share" 


meairs the person appointed to perform the duties of 
Secretary of the Company any Assistant or 

Acting Secrctaiy, 

shall where the contex^^^fnits include a n^rlAal share. 

EXEMPTED 
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"Special Resolution" means a resolution passed by all the Members who arc 

entiUed to vote. 


2. In these Articles, unless there be something in the subject or context inconsistent 
with such construction, woids intoning the plural number shall be deemed to include the singular 
number and vice versa, and words of one gender include any other gender. 

3. Expressions referring to writing shall, unless the contraiy intention appears, be 
construed including jmnting, lithography, photography and other modes of representing words in a 
visible foim. 

4. Unless the context otherwise requires, words or expressions contained in these 
Articles shall bear the same meaning as in the Companies Law (Revised) or any statutory 
modification thereof in force for the lirrc being. 

SHARES 

5. (a) The authorised Share Capital of the Company is USS50.000 divided into 50,000 
Ordinary Shares of a nominal or par value of US$1.00 each. 

(b) Subj«:t to these Articles the unissued shares of the Company (whether forming part 
of the original or any increased authorised capital) shall be at the disposal of the Members by 
majority resolution who may offer, allot, grant options over or otherwise dispose of them to such 
persons at such times and for such consideration and upon such terms and conditions as they may 
determineconsistent with these Articles. 

6. No share shall be issued accept as fuDy paid up. 

7. The name and address of every person being the holder of registered shares, and the 
date wte they became or ceased to be a Member shall be entered in the Renter of Members. 

8. Every person whose name is entered as a Member in the Register of Members being 
the holder of registered shares, may request, and the Company shall issue thereto, a certificate 
specifying the share or shares twld and ihc par value thereof, provided that in respect of a rcgisiered 
nominative share, or shares, held jdntly by several persons the Company shall not be bound to issue 
more than one certificate, and delivery of a certificate for a share to one or several joint holders shall 
be sufficient delivery to all. 

9. Any member receiving a share certificate shall indemnify and hold the Company 
harmless from any loss or liability which it may incur by reason of wrongful or fraudulent use or 
representation made by any person by virtue of the possession of such certificate. If a certificate is 
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worn out or lost it may be renewed on production of the worn out ccrdficate, or on satisfactory proof 
of its loss together with such indemnity as a majority of the members may require. 

RFnFA'TPnnN df shark r^pir^r. 

10. Sublet to the Companies Law (Revised), the Company may 

(a) issue shares on terms that they are liable to be redeemed on such terms and in the 
manner as the Members by Special Resolution before the issue of the shares may determine; and 

(b) buy its own shares including any redeemable shares; arid 

(c) make a payment in respect of the purchase or redemption of its own shares otherwise 
dian out of its distributable profits, or the proceeds of a 6esh issue of shares. 



n . If at any time the authorised share capital of the Company is divided into different 

classes of shares, the rights attached to any class (unless otherwise provided by the toms rf issue of 
the shares of that class) may only be varied or abrogated with the unanimous consent in writing of 
Members holding the issued shares or series of shares which may be affected by such variation at a 
separate class meeting of the holders of shares so affected. To every such class mating *c 
provisions of these Articles relating to General Matings shall apply but so that the necessary 
quonim shall be one or more persons holding or representing by proxy at least two tfuids of the 
issued shares or scries of shares so affected. 

12. The rights conferred upon the holders of the shares of any class or saies issued with 

prefciTcd or other rights shall not, urdcss otherwise expressly provided by the terms of issue of the 
shares of that class or series, be deemed to be varied by the creation or issue fttrthcr shares of that 
class or sories. TTic holders of the shares of any class or scries shall not have any preemptive right to 
purchase or subscribe for any shares of the Company unless expressly provided by tire tenm of the 
issue of the shares ot that class. 


13. The Company shall keep in one or more books a Register of its Mcmbcn and shall 

enter therein the following particulars, that is to say: 

(a) the name and address of each Member, the nxisrhex of shares held by turn and the 
amount paid or agreed to be considered to be paid on such shares; 

(b) the date on which each person was entered in the Register of Members; and 
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(c) the date on which any person ceased to be a Member. 


EVENTS RELATING TO MEMBERS THAT 

PATISE WINHINH TTP 4Nr> niS.SOT imON 

14. Any of the following events shall cause the winding and dissolution of the Company 
in accordance with Article 49; 

(a) the bankruptcy, winding up, death, insanity, retirement, expulsion or dissolution of 
such Member; 

(b) if such Member makes any assignment for the benefit of his credilots or files a 
petition voluntarily for bankruptcy under the laws of any country or files a petition seeking for 
himself any arrangement, re-organization, amalgamation, composition, re-adjustment, liquidation, 
dissolution or similar relief under any law orreguIaticHi; 

fc) if such Member files an answer or other pleading admitting or failing to contest the 
material aJlegation of a petition filed against him in any proceedings of a nature described in the 
immediately proceeding paragraph of this Article; 

(d) if such Member seeks consents to or acquiesces in the appointment of a trustee, 
receiver or liquidator of himself or all of a substantial part of his properties. 

XRANSEEE 

15. No Member shall transfer, sell or assign or grant any option or other tights with 
respect to or otherwise dispose of any share held by him fiom time to time or any interest therein, in 
whole or in part, without the unaitimous written consent of all the other Metriwis. The Members 
shall not recognize any instrament purporting to transfer, or any other purported disposition of, any 
share or any interest therein in breach of the foregoing restriction and any purponed transfer, sale or 
assigrunent of a share of any purported option or other tight in respect of a share in breach of the 
foregoing restriction shall be voitl Notwithstanding the foregoing, a Member shall have the tight to 
create or permit to subsist any pledge, lien, charge or encumbrance over any economic interest in 
any shares held by him where this is necessary or desirable to obtain financing for the benefit the 
Member, provided, however, that such pledge, liert. charge or encumbrance does not allow the 
holder to exercise any voting tights or tights or powers with respect to management of the Company 
or entitle the holder to become Member. In any circumstances described in the immediately 
foregoing sentence, the consent of the other Members of the Company shall not be required. 

16. In the event of the dissolution, liquidation, bankruptcy or insolvency of a Member, 
the Company shall be wound up and dissolved in accordance with Article 49. 
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17 . The Members shall cause the share certificates of the Company issued, if any. to 

bear a legend making reference to the restriction contain«l in Article 15. 


18. Any Member holding an Ordinary Share may convene a Genera! Meeting of the 
Company, whether by telephone conference call or otherwise, for the purpose of: 

(a) considering and if thought fit passing of a Special Resolution to alter or amend the 
Memorandum and Articles of Association of the Company or its authorised share capital or to 
require the Company to be dissolvwl; or 

(b) to consider any maner in connection with the Company's affairs. 

19. Fourteen days Notice in writing, by telex or facsimile of a general meeting shall be 
given to each of the Members entiikKi to vote at such meeting (which notice may be v^^ved in 
writing) and mailed to each Member entitled to vote at his address as registered in the Register of 
Members by air mail (if appropriate) and such Notice shall state the time and place for such meeting 
and whether such meeting is to take place by conference call (and, if so pving the details thereof) 
and the objects of the Meeting (as far as practicable). 


20. The accidental omission to give Notice of a meeting to or the non-rcccipt of Notice 
of a meeting by any person entitled to receive Notice shall not invalidate die proceedings at that 
meeting. Notice by telex or facsimile need only be given to a Member who gives the Company a 
telex or facsimile number, 

21 . A Meeting of the Company shall, notwithstanding that it is called by shorter Notice 
than that specified in these Articles, be deemed to have been property called if it is agreed by all 
ti» Mcmb^ entitled to attend and vote thereat 


PROrEFDTNnS AT GFNFRAT. MFKTTNGS 

22. (a) At any General Meeting of the Company, the Members present in person or by proxy 

shall elect by ordinary resolution a CTiairman of the Meeting. 

(b) At any General Meeting of the Corr^any one or more Members entitled to vote 
present in person or representing in person or by proxy aD of the outstanding voting shares of tire 
share capital of the (Company entitled to vote at such meeting shall form a quorum for tire 
transaction of business; if within half an hour from the time appointed for the meeting a quorum is 
not present, the meeting shall stand adjourned to the foQowing day at the same time at the same 
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place, or by conference call, as the ease may be. 

<c) Tlie Qiairman may, widi the consent of any meeting by unanimous resolution at 
which a quorum is present (and shall if so directed by the meeting by unanimous resolution), 
adjourn the meeting from time to time and from place to place, and only other business left 
unfinished at the meeting from which the Members present in person or represented by proxy have 
adjourned shall be dealt with. Il shall not be necessary to give any notice of the adjourned meeting 
or of the business to be nansacicd at the adjourned meeting; save and except for a meeting 
adjourned sine die, when notice of the adjourned meeting shall lx: given as in the case of an original 
meeting. 

23. (a) Subject to any rights or restrictions lawfully attached to any class or scries of shares, 
at any noting of the Company each Member holding Ordinary Shares shall be entitled to one vote 
for each share held by him and such vote may be given in person or by proxy. 

(b) At any meeting of the Company other than in respect of a mancr requiring a Special 
Resolution any question proposed for the consideration of the Members shall be decided by a 
majority vote of Members entitled to vote. 

(c) At any meeting of the Company a declaration by the Chainnan that a question 
proposed for consideration has, on a show of hands, been carried, or carried unanimously or by a 
particular majority or lost and an entry in a book contairung the minutes of the proceedings of the 
Company sh^ be conclusive evidence of that fact without proof of the number or proportion of the 
votes recorded in favour of or against such question. 

24. When a vole is taken by ballot each Member entitled to vote shaS be ftimished with 
a ballot paper on which he shall record his vote in such manner as shall be determined at the 
meeting having regard to the nature of the questions on which the vote is taken; and each ballot 
paper shall be signed, initialled or otherwise marked so as to identify die voter. At the conclusion of 
the ballot die ballot papers shall be exanuned by the Chainnan with assistance of a Mciuber 
appointed for the purpose, and the result of the ballot shall be declared by the Chairman. 

25. An instrument appointing a proxy shall be in writing under the hand of a Member of 
his atttxncy duly authorised in writing or, if the Member is a corporation either under seal or under 
the hand of an officer or attorney of the corporation duly authorised, and shall be such other form as 
the Members may from time to time apfsove. 

26. Any corporation which is a Member of the Company may by resolution of its 
directors authorize such persons as it thinks fit lo act as its representative at any meeting of the 
Members of the Company and the person so authorized shall be entided to exercise the same powers 
on behalf of the corporation which he represents as that corporation could exercise if it were an 
individual Membar of the Company. 
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%VRTTTEN RF-^nr.imnNS 

27. <a) A unanimoos resolution in writing (whether on one or more separate papers) duly 
signed by all Members holding shares entitled to vote on the mancr shall be deemed a valid 
resolution of a General meeting or a class meeting, as the case may be. 

(b) A resolution in writing (whether on one or more separate papers) duly signed by 
Members holding one hundred per cent of the shares entitled to vote on the maner shall be deemed a 
valid Special Resolution of the General Meeting or class meeting as the case may be. 

WRTTTFN rONRFNT 

28. If all the Members entitled to vote in person or by proxy sign the minutes of meeting, 
the same shall be deemed to have been duly held notwithstanding that the members have not 
acnially come together or that there may have been technical defects in the proceedings, and a 
unanimous resolution in writing in one or more parts signed by all the Membm entitled to vote 
shall be as valid and effecnial as if it has been passed at a meeting duly called and constituted. 


29. (a) The Membcis are considered to be directors of the Company for the purposes of 
Section 194 of The Companies Law, and shall, by majority resolution or unanimous wrinen consent, 
have full, complete, and exclusive authority to manage and conuol the business affairs and to buy, 
sell and borrow on behalf of the Company and to perform all other acts or activities customary or 
incidental thereto. 

(b) "nic Membere shaD, by majority resolution or unanimous written consent, have 
authority to execute all documents and hold all meetings othciwise required of directots of a 
company and to act pursuant to Sections 184 and 194 of The Compam'es Law ( 1998 Revision): 

(c) The Members shalL by majority resoludon or unanimous written consent, have 
authority to instinite, bring, prosecute and defend proceedings in the name of the Company. 

30. A Member of the Company may hold other office or place of pro6t with the 
Company and may be pad such extra remuneration therefor whether by way of salary, commission, 
participation of profits or otherwise. 

31. The Members may, from time to time as they deem advisable, select nararal 
persons who are employees or agents of the Company and designate them as officers of the 
Company (the "Officers”) and assign titles (including without limitation. President, Vice 
President, Secretary, and Treasurer) to any such person. Unless the Membeis decide otherwise, 
if the title is one commonly used for officeis of a business coiporation formed under The 
Companies Law (1998 Revision), the assignment of such title shall constitute the delegation to 
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such person of ihtf aulhoritics and duties that are nonnaJly associated with that office. Any 
delegation pursuant to this Article 31 may be revoked at any time by the Members. An Officer 
may be removed with or without cause by the Members. The Member hereby appoints the 
following officers to manage the affairs of the Company: 

Name Of fire 


James A. Brown 
Joseph S. Valenti 
Gerard Haugh 
Kira J. Toone 

Frank J. Conley 
William R. Fuhs 


Chairman of the Board and President 
Vice President - Rnance and Treasurer 
Vice President and Secretary 

Vice President, Assistant Secretary and 
Assistant Treasurer 

Vice President and Assistant Secretary 
Vice President and Assistant Secretary 


32. No Member or Officer shall be liable to the Company or any other person or 

entity who has an interest in the Company for any loss, damage or claim incurred by reason of 
any act or omission performed or omitted by such Member or Officer in good faith on behalf of 
the Company and in a manner reasonably believed to be within the scope of the authority 
conferred on such Member or Officer by this Agreement, except that a Member or Officer shall 
be liable fix any such loss, damage or claim incuned by reason of such Member’s or Officer’s 
willful misconduct To the fiiU extent permitted by applicable law, a Member or Officer shall be 
entitled to indemnification from the Company for any loss, damage or claim incurred by such 
Member or Officer by reason of any act or omission performed or omitted by such Member or 
Officer in good faith on behalf of the Company and in a manner reasonably believed to be 
within the scope of the authority conferred on such Member or Officer by this Agreement, 
except that no Member or Officer shafl be entitled to be indemnified in respect of any loss, 
damage or claim incurred by such Member or Officer by reason of willful misconduct with 
respect to such acts or omissions; provided, however, that any indemnity under this Article 17 
shall be provided out of and to the extent of Company assets only, and the Member shall not 
have personal liability on account thereof. 


33. A Member may be party to or otherwise interested in any transaction or arrangement 

with the Company ex in whidi the Company is otherwise iniciested and may vote in respect of it 
and shall not be accountable to die Company for any benefit which he derives from any such office 
or from any such transaction or arrangement and no such transaction or arrangenant shafl be 
avoidable on the grounds of such interest or benefit provided the Member shall first disdene his 
interest in the same to all other Members in writing. 


34. The Members may, by majority resolution of each class or scries of shares 

outstanding, delegate their power and authority pursuant to Article 29 to one or more persons who 
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may or may not be members. 

35. The Company will be treared as a parmership of U.S- federal income tax purposes. 

MIMJXES 

36. The Members shall cause minutes to be made in lxx>ks provided for the purpose: 

(a) of all appointments of officers made by the Members; 

(b) of the names of the Members (including those represented thereat by an alternate or 
by proxy) present at each meeting of the Mcmben and of any committee of the Members; 

(c) of all resolutions and proceedings at all meetings of the Members. 

CQMT>ANY_SFrRKTABY 

37. The Members may by majority resolution appoint a Company Secretary to perform 
administrative functions on behalf of the Company. 

msTomAN 

38. The Members may by majority resolution appoint a custodian or mistce for the safe 
keeping of ail moneys, assets and securities of the Company with such powers and dudes in respect 
thereof as may be speciSai in such aj^intmenL 

msTRiRrmoNS 

39. Subject to the Law, the Members may by majority resolution from time to time 
declare distributions (including interim distributions) on shares of the Company outstanding and 
authorise payment of the same out of the funds of the Company lawfully available therefor. 

40. The members may by majority resolution, before declaring any distributions, set 
aside such sums as they think proper as a reserve or reserves which shaU at the discretion of the 
members, be applicable for any purpose of die Company and pending such application may, at the 
like discretion, be employed in the business of the Company- 

41. No distribution shall be payable except out of the profris of the Company, realised or 
unrealised, or out of the share premium account or as otherwise pcniatted by the Law. 

4Z The Men^rs may by majority r^olution declare that any distribution be paid 

whoOy or partly by the distribution of specific assets and in particular of paid up shares, debentures, 
or debenture stock or any other company or in any one car more of such wa;^ and -MMSTe any 
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difficulty arises in regani lo such distribution, the Members may by unanimous resolution settle the 
same as they think expedient and in particular may issue fractional certificates and fix the value for 
distribution of such specific assets or any part thereof and may determine that cash payments shall 
be made to any Members upon the footing of the value so fixed in order to adjust the rights of all 
membas and may vest any such specific assets in trustees as may seem expedient to the Members. 

43. Any distribution, interest or other money payable in cash in respect of shares may be 

paid by cheque or warrant sent through die post directed to the registered address of the holder or. in 
the case of joint holders, to the holder who is fust named on the Register of Members or to such 
person and to such address as such holder or joint holders may in writing direct. Every such cheque 
or wanant shall be made payable to the order of the ptuson to whom it is sent. Any one of two or 
more joint holden may give effectual receipts for any distributions, bonuses, or other monies 
payabfc in respect of the share held by them as joint holders. 


44. The Members shall cause accounts to be kept of all transactions of the Company in 
such manner as to show a true and fair position of the assets and liabilities of the Company for the 
time being. 

45. The Members by majority resolution shall have die power to fix and from time to 
time change the fiscal year of the Company and unless so changed, the fiscal year shall be the 
calendar 

46. Each Member may demand and shall receive true and fuU infonnation regarding dre 
state of the business and financial condition of the company. 

47. The Members shall by majority resolution have power to appoint and disimss the 
Auditor from tintt to time. 

48. The duties and remuneration of the Auditor shall be fixed by the Members or in such 
manner as d« Members may by majority resolution determine. 
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mNT)TNr. irp ANr> dtssot imnN 

49. The Company shall be considered to have commenced voluntary winding up and 
dissolution automatically and without the requirement of any other act: 

(a) upon the expiration of the period of fifty years from the date of its incorporation; 

(b) if the Members of the Company pass a Special Resolution requiring the Company to 
be wound up and dissolved; or 

(c) upon the happening of any event in relation to a Member as defined in Article 1 4. 

50. On winding up and dissolution of the Company the balance of the assets available 
for distribution and subject to any special rights or restrictions attaching to any class or scries of 
shares shall be applied in paying to the members the amounts paid op on the shares held by them 
and the surplus shall belong to such Members according to the respective number of shares held by 
them. 

IJOliroATOK 

51. When the Company is in winding up and dissolution if no other liquidator is 
appointed, the Members shall act as liquidator or joint liquidators in the event that there shall be 
more than one. 


52. Unless otherwise herein or by law expressly provided, a Notice may be served by the 
Company on any Member either personally or by telex or facsimile to his registered address or by 
sending it usmg air mail (if appropriate) through the post prepaid in an envelope addressed to such 
Member at his address as registered in the Re^ster of Members. 

53. Any Notice required to be given to the Members shall with respect to any shares held 
jointly by two or more parsons be ^ven to ail such persons. 

54. Any Notice shall be deemed to have been served at the rime when the same would be 
delivered in the ordinary course of transmission, and in proving such service it shall be sufficient to 
prove that the Notice was properly addressed and prepaid, if posted, and the time when it was 
posted or transmitted by telex or facsimile as the case may be. 

■SKAT. OF THK COMPANY 

55. The Company may, if the Members so detctminc have a seal. The Sea! of the 
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Company shall not be affixed to any instnimcnt except over the signature of at least one Member 
and the Sccrctaiy or by some person appointed by the Members, provided that the Secretary may 
affix the Seal of the Company over his signature only to any authenticated copies of the Articles, the 
Memorandum of Association, the nunutes of any rr»seiings or any other document required to be 
authenticated by him and to any instrument which the Mem^rs have specifically approved 
beforehand. 


AT TRRATTON OF ARTTCT FS 

56. No Article shall be rescinded, altered or amended, and no ricw Article shall be made 

until the same has been proposed and passed as a Special Resolution at a General Meeting duly 
convened. 


57. The Members may at any time transfer in whole or in part their shares in the 

Company. If a Member transfers all of its shares in the Company pursuant to this Article 57, the 
transferee shall be admitted to the Company upon registration of a share transfer and the 
transferee's name being entered on the Register of Members. Such admission shall be deemed 
effective immetfiately on entry in the Register of Members, and, immediately following such 
entry, the transferor Member shall cease to be a Member of the Company. 


ADISfrSSTDN OF AnniTTONAT. MFTVTRFRS 

58. One or more additional members of the Company may be admitted to the 

Company with the written consent of the Members. 
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THE COMPANIES LAW 
COMPAQ UMTIEP BY SHARES 
MEMORA?fl5UM OF A^OCUHON 
OF 

EBARGE,LLC 


t. Hieiianieofil^Conq^ylsEBARGEty^ 

2. Tlie prindpal business office ofihe Company shaM be focattdai World 
Fmanciai Center, North Tower, 250 Vescy Street. New Yctfc. New Yortt 10281 . 

3. Tbe Registered Office of the Company ^laO be at the t^Eces of Trident Trust 
Company (Cayman) lirmted, R>usU) Floo; One Captal Haee. P.O. Box 847, Grand Cayman, 
Cayman Maixls, Bridsh West Indies or at such other jp^ace as M«tA>ers may time to dme 
decide. 



4. The obfects few* \^ch the Company is eaabBshed are onn^iricted and shall 

Include, but without linutadon, the following: 

(a) Acquire by purchase, lease, conuibudon of property otherwise, own, hdd. sell, 
conviy. transferor dispose of any teal or person^ property that may be necessary, coavcni«« or 
incidcQUd to die accoR^Iishment of die pmposes of the Company; 

09 ) Actasain»tee,execut<»',noinh}ee,bai}ee,diz^o:^oi&X!r«ageo^mrmsott» 
other capacity for any person or »fitf luid to exercise all ^ the powers, dudes, rigbff^ 

and responsibilities a^oclated diezewith; 

(e) Tai^ any and an actions necessuy, convenient <»r ^ropriate as mistee. ntecutor, 
nonunee, bailee, director, ofBcer, agent or other fiduciary, including the granting or approval of 
waivers, consents or ^i^dments ri^ts or powers lelatir^ thereto and the execution of 
appropriate documents to evidence such wrdvers, consents or amendments; 


(d) Opmte, purchase, malntan, finance, own, seO, convey, assign, 

UKStgage, lease or demolish or otherwise dtspese of any real or petsonal prc^ieity dira may be 
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(e) Borrow money and issue evidences of indebiedness in fuitherance of any or ail of 
the purposes of the Company, and secure the same by memgage, pledge or other lien on the 
assets of the Company; 

(0 Invest any funds of the Company pending distribution or payment of the same 
pursuant to the provisitms of this Agreaneiit; 

(g) Prepay, in whole or in part, refinance, recast, increase, modify ot extend any 
indebtedness of the Company and, in connection thoewith. execute any extensions, renewafs or 
modifications of any mortgage or security agicemeni securing such indebtedness; 

(h) Enter into, perform and carry out contracts of any kind, including, without 
limitatitm, contracts with any person cr entity affiliated with the Mender, necessary to, in 
connection with, convenient to, or incidental to die accompUshmrat of Che purpose of the 
Company; 

0> Employ or otherwise engage employees, managers, conttrctois, advisors, 
artomeys and consultants and pay reasonable compensation for such services; and 

0) Enter into partnerships, liiiuted liability companies, trusts, associations, 
corporations or other ventures with other persons or entities in furtherance of the puepo^ of the 
Con^pany. 


Ihe Compan/s buaness is not restrict^ du; hiithejance tl»s ob^ts isxfsxssiy set out in tb^ 
MeiTKxandum of Assodadcat. The Qsn^iany has iull pow^ and authority to cany -out any c^jeets 
not prdubited by law in the Cayman bla^. The Company is capable of exerdsing adl die 
fiinctioiis of a nannal person of full capact^ irrespective of any question of coiporadon benefit 

In the inteipmtation of this Memorandum of Association in general and of this Clause 4 in particular 
no object, budness or powa specified or mentioned shall be limited or restricted by tt&xoKe to or 
lafemKS any other object, business power, os d» name dm Omi^y. or the 
juxiaporidcra of wo more (Ejects, buUiKSses or powera dial, in die event of any an^g^nty in 
this dause or dsewhere in this Memorarxlum of Assodadon. die same shall be reeved by such 
intetpretatioR and ctmstncdon as will widen and enlarge and not restrict the objects, busiiKSses and 
powers of and exercisable by the Company. 

5- Except s& prehibited or Umittsl by the Companies Law (Revised), the 

Company shall have full power and authority to cany out any object and shall have and be enable 
of fiom tinw to dme and at aJl rimes exercising any and all of die powers at any rime sa from rime 0) 
rime ex^sable by a natural person cr body coqxaaic in doing in any part of dm wcatti whetl«r as 
principal, agent, conG»:tor or otherwise whatever may be considercd it necessary f<»- die 
attsunmeot of its objects and wh^ver else may be consideitd by k as indtkntal or nmchidve 
thereto or consequcndal duneon, including, but without in any way restriedng the generaUiy of the 

2 
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foregoing, the power to make ar^ aiteradons or amendments to this Memorandum of Associatitm 
and the Articles of Association of the Company considered necessary or ccmvenient in the manner 
set out in the Articles of Association of the Con^any, and the power to do any of the following acts 
or things, viz: 

to pay aQ expenses of and incidental to the pioinotion, formation and incorporadon of the Company; 
to re^sier the Con^any to do business in any other jurisdiction; to sell, lease or dispose of any 
|Hop«Ty of the Company, to draw, make, accept, endorse, discount, execute and issue promissory 
notes, debentures, bills of exchange, bills of lading, warrants and other negodable or transferable 
instruments; to lend money ot other assets and to act as guarantews; to borrow or raise money on the 
security of the undertaking or on ail or any of the Company's assets including uncalled capital or 
widiout security, to invest the Company's monies in such manner as the Members detezirune; to 
promote other con^tanies; to seQ the undertaking of the Company for cash or any other 
consideiadon; to ^stribute assets in specie to the Members of dte Company; to make charit^le or 
benevolent donations; to pay pensions or gratuities ot provide other benefits in cash or kind to 
ofCcers, employees, past or pr^ent and thdur families; to carry on any trade or business and 
generally to do all acts and things vdtich, in the opiruon of the Company or the Member, may be 
conveniently ot [Mohtably or usefully acqmisd and dealt with, carried on, executed or done by the 
Con[^>any in connection widi the business aforesaid BUT the Company may only cany on the 
businesses for which a licence Is required under the laws of the Cayman Islands when so licensed 
under the terms of such laws. 

6. The Company shall be established as a limited liability company and the 
liatoUty of the Members is liniited to the amount from dine to time unpaid on the Memb^' shares. 
It is intended that the Company be treated as a corporation for fiability purposes and a limited 
partnership with respect to the laws regarding taxation in the United Stales. 

7. The share coital of the Company is USS50.000 divided into 50,000 
Ordinary Shares of a nominai or par value of US$1.00 each with power for the Cc»npany insofar as 
is permitted by law, to redeem or purchase any of its shams and to inoea^ or teduce the said captal 
subject to the {Movisions of tht Companies Law (Revised) and the Articles of Assodadtxi and tt> 
issue any pan of its capital, whether cniginal, redeemed or increased with or without any preference, 
priority or special privilege or subject to any postptxiement of rights or to any conditions or 
restrictions and so that, unless the cemditions of issue shall otherwise expressly declare, every issue 
of shares whether declared to be preference or otherwise shall be subject to die powers hereinbefore 
contained. 

8. The Company shall be placed into winding up and dissolved upon the 
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EBARGt. LLC 
PROX^' 


I/We ML IBK Positions, Inc. 

of Merrill LjTich & Co., Inc., World financial Center. North Tower, 250 ^'esc\‘ Street. 10th 
BwNewYorisNY IG28I US.A. 

bang a Director of tlw above company hereby revoke all previous pro^^ appointments (if any) and 
do her^ appoint Trident Directors (Cayman) Lid. of Grand Cayman or Ming them Trident 
Nominees (Cayman) Ltd. of Grand Cayman as my/our pro\*>', to receive notice oC to attend and to 
vote for me/us and on my/our behalf to r^resent me'us at the Annual Meeting of the Directors 
in the Caynian Islands, and at any adjounvment thereof This proxy is to remain in force until 
reveled in writing by mMis, by written notice to the Company. 

Ttus appointinent Is limited to allow' the proxy to vote only in respea of 

• Af^roval of the Annual Return and the appe^tment of a person to rign and seal same; 

« FiBn$ of the Annual fbe&im and payment of the annu^ government fee; 

• Re-appointment of dte duectors previouriy in office; 

• Convening of meedi^ for the foregoing purposes and the waiver of notice thereof 

• Such other matters as to wWch the proxy rfuU have reedved express written instructions 


&otn the appointor. 
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TRIDENT TRUST COMPANY (CAYMAN) LIMITED 

INDEMNITY 


THIS AGREEMENT is made tfie ITth day of February 2000 by and between 

1. Xese^rf *• 0»Vett-e<* 

of m /Sa/AViwS. T^e.. 

(hereinafter called “the Benefidd Ownet(s)”, which expression where the cmitext so adirats shall 
inchide hisOKrXth^) hens, le^tees, intestate successors, executors, admintstiatots and 
assigns}, of the one part, and 

i TRIDENT TRUST COMPANY (CAYMAN) UMETED (herdnafter caBod "rTCaymaa" 
(wfahh expressioB where the context so admits shall iisAide its stibsatSaty, associated and 
afiSSated compaiues wheresoever ^ated, its Sectors, oiiicers and eitqitoyees and the 
ifirectois, oScers and engtioyees of its subsidiary, assodaled and afiSliated cxnigatdes). of the 
other part. 


WHEREAS: 

A A company has bees sieotpMated order the laws of the Csyman Blauds under the name of 

EBARCE,LLC 

Witht^strai!oniiotober9709J (Jiereinafter called “tl» Con^jas^ 

B. TTC^man or osse or snore of its aSHated, assodated or sobdtSaiy compasues or some, one 
or snore of iu £rect<xs, ofScets or employees, or somei one or mote of the t&ectocs, officers 
or employees of is aS^ted, assodated or subsdaiy compaiues may betxune the registered 
bolder of the shares tS the Coin|»ny as nominee Sharcboldet for the Beneftcial Owmaifi), and 

C. TTCaynian or some, one or more of the directors, officers or employees of TTCayman and/or 
ils affiliated, assodated or subsidiary companies may consent at the request of the Benefidat 
Os«ier(s) to act as directors and officers of the Company and/or to act as authorised 
sgnatories dlher soldy or jointly on such battle accounts as d»B be operated by the Compaiqy, 
cni 

D. TTCayman or some, one or more of the directors, officers or employees of TTCayman and/or 
its aftiliated, assodated or subsidiary companies may consent at the request of the Beneficial 
Chviiei(s) to provide accounting, adnumsiralton and such other services of lilce nature from 
time to time. 
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NOW THEREFORE IT IS AGREED AS FOLLOWS: 

I. bi conadenitioD of TTCayman or oiks or more of iu alliliatcd, asiodated or subsidiary 
companies or some, one or more ©fits directors, officers or employees or some, one or more 
I# die directors, oBfcers or employees of its associated or subsidiaiy companies agrering to 
act as randnee shareholders for the Be^ficia! Owt«r(s) or as directois and officers of the 
Compai^ or as authorised signatories on the Company’s bank account or to preside 
accounting, administration and such other services of IBte nature ftom rime to time at the 
Beneficial Ownetfs) request, the Beneficial Ownerfs), and each of them joiniiy and severally 
covenants) with TTCaytnan and Hi affiliated, associated and subsidiaty companies and (as a 
separate ecvenant) with eveiy director, officer and employee of TTCayman and its afiiliated, 
associated and subsidiary companies and thdk dtrectors, officers and employees to keep them 
Memmfied and held harmless against aS actions, suits, {soceeffings, daims, demands, costs, 
expenses and olii«- liabiBlies whatsoevw which may be incurred or become paydile by them in 
respect m* asrang out ofi 

1,1 them or any of them accepting or holifing any ofiBce as director or otherwise of the 
Compai^ or boliSng any diares or bang entered on the register of members as a bolder of 
any shar» of the Compaiqr: 

12 anythisg done or omitted to be done as the revered bidder of the shares or as a director 
or officer of the Con^taiqr ^ the reipiest <x with the prim aj^roval of or ratified by the 
Benefiod OwnetCs) or aity of them or lus(herXtiKm) agents 

13 any transacrion executed on the Company’s bank accoum Iqr parties who shall have 
rigning powers on the account at the request or instruction of the Beneficial Owner(s) or 
any of them or his(haX'i>t>r} traits. 

1.4 any accoui^g, adnanistnitiDa and su^ other services of Eke natme provided Bom time to 
time at the tapiest or insttuciios rf the Benefid^ OwBet(s) w any of them <w 
NsQierXtheir) agaits. 

1 Hie Benefidal Owner(s) shall not give to TTCayman or the regstered merobeis or directors of 
the Company any instnicrions or i&ections vdach are unlawfiil under the laws of the Cayman 
' Idands or any other place having jurisdiction over the Company in' appficabie in the place 
where sod insttuctions ate to be performed. 

3. For the a’voidance of doubt TTCaymao shaB be denned to haive recaved toniuctions Bom the 
Benefidal Onmetfs) whetha same shaB have been reedved in svririi®, veibally, by telephone, 
tdest, facsimtie, cable or otherwise, howsoever. 

4. PROVIDED ALWAYS that TTCayman shall have aoed in good faith and that this indemraty 
Shan not be available for TTCayman in respect of any act or omission happening through the 
dishonesty, waifiil default or fiaud of TTCaymaa. 

5. Tins indeminty shdl tpply ia favor of TTCayman notwhhstaadmg thm timse nay be some 
defect in its af^intment or quafification or authority as an Officer <w Itoctor or authorised 
tignatoiy of the Company. This indemnity is intended to inure for the benefit of TTCayman as 
a trust in its favor and so as to be enforceable 1^ it against the BeneSaal Ownetfs). 
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6. This Agreonent and the rights of the pairies shat be govereed and comtmed in accofdance 
srith the laws of the Cayman Islands and the parties agree to submit themsdves to the non- 
exclusive jurisdictioa of the courts of the Cayman Islands in connection with tins Agreement. 

7. Words nnporting the singular shall include the plural and vice versa and words ingiotting the 
masculine gender shall include females and words importing persons shall include partnerships 
and bodies corporate. 


IN WITNESS WHEREOF each of the parties hereto has caused this Agreement to be duly 
executed in its name and behalf by its officers duly authorized. 

Oated tins the day of A ,2000. 



Dated tins the ISth d^ of March IKXX). 



Trident Tiust Congai^ (Cayman) Usaled 


-j — - 
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EBARGE, liC 
DIRECTOR'S RESOLimON 


'WIlintTUS she s»)^9Siie4 Siiectors of ibo Con^asy, ha^ wionss to the sdt^oon 

of she foUov^ng rcsotaiioia ^ot wilhoue 3 tsteeshtg, itib instiumem to inve tlis ssisie fhn» ind efSxc 
as if she actkos hemn it&itcd to had been tabw at a tssciy sailed and istd mesliag 
Dircdnn of tlie Cott^any aad dircashat vnhtsn conseift to 'sish aoitxt be filod •*}& dw nsnales 

of the pmcoedings of the Ktectois of the Company and further £rect that Uiis tmtlcn consent may be 
cxcaitctl in any nutOba' of coumapatts, cath of which shall be deemed an osiginal and ah of winch 
taken togsdier s^I constitute one and the same instruinem. 


IT WAS RESOLVt^ Ssat the Sh^ Codlicat^ a tpeeamest of wldOt is attadsed boelOt be adqiital as 

the form of Otdlnaiy Share Cci^ate of the Company. 

JSSm.nK.SHARES 

Aj^dkations havst^ been received &MB dje petsonsfoomparoes nassied in the te cciaaan hdow Ibr tins 
ahotment to them at par ofttcnspoedsmmiitdKr of Shares q^|>«ar%(^pcshethw respective aatnes 
{ft the second colomn. stich nppEeadons wtte considered and. payment in hrH having bees made by 
each of sodt Of^iicmls, IT WAS RESOLVED to ailot to each of them d» ntariret of Shares atpajing 
oppositB ibeit respective names m the third cotonai, and that Share Ceitificates it respect of stch 
Shares be si£nc^ sealed and issued TO the ahotlees:* 

AjyBcanfsNamc Noitf Shares No. of Shams 

applied fm dotted 

Mi.IBICPositjonSklnc. 1 I 


•fhoScaet^ is inaructed to make the necessaty sticks in *0 Roister ofMendtere and the Seaeuiy 

and arty Dircctoi, or any two niectocs, are insttuaed 10 s^ seal and deSver the rcipccUvc sham 
ccitilicalcfs). 



Dais signed: 3 j f b c> 
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state ofDelaxoare 

Office of the Secretary of State 


PAGE 


1 


1, EDWARD rREEL, SECRETARY OF STATE OF THE STATE OF 
OEEAWAFE, DO HEREBY CERTIFY THE ATTACHED IS A- TRUE AND CORRECT 
COPY OF THE CERTIFICATE OF TRANSFER OF “EBARSB, LLC", FlI^ IH 
THIS OFFICE ON THE SEVENTEENTH DAY OF MARCH, A:D. 2000, AT 9 
O'CLOCK A.M. 

AND I DO HEREBY FURTHER CERTIFY THAT THE LIMITED LIABILITY 
COMPANY HAS FILED ALL DOCUMENTS AMD PAID ALL FEES REQUIRED BY 
TITLE 8 or THE GENERAL CORPORATION LAWS OF THE STATE OF 
DELAWARE. 


3150007 0390 

00113604S 



^A'wa.rA /. ftetl. Secretary of State 
AUmE-NTICAnON; 0322T19 
DATE: D3-17-00 


MS 24566 



2582 


S7ATr. or rszAif.i^r 
sscRSTxri c- sr.irr 
cxvzsTOK or co.voa.ir.-.'.'.T 

rzi^ 09 00 A>: CJ* 

0011J60^5 - j;5v\V' 

CERTIFICATE OF TR.■^NSr ER OF EBaRGE. LLC 


(3 Delaware Hmiccd liabiliry company) 


H>arge, LLC, a iimilcd liabiliiy company organized imder the Lirniied tiabiJtiy Compar.v 
Act of the State ©f Delaware (the for the purpose of traasfemng or iomesneating in a 

foreisn jurisdiction, ether than a state, pursuant to Seeboa 18-213 of the Ai:t. hereby ceiufies 
that: 


1 . The came of the limited liability company (the " Company "! »s Ebarjtc, LLC 

2. The original certificate of formatiem of the Company was fileo ij the office of the 
Secretary of State of the State of Delaware cm December 28. 1 999. 

3. The foreign jurisdictioa to which the Company shall be transferred or in which it shal'. 
be domesticated is Cayman Islands, British West Indies. 

■4. The transfinr or domestication herein cenified has be«t duly approved in accordance 
widiSection }8«213ofihcA^. 

5. The Gcisteace of tbe Company as a limited Udnli^ company of the State of Delaware 
shall cease when this Certificate ©f Transfer becomes eficccive. 

6. The Company agrees that it may be served widi process in the Slate of Delaware ir. 
any action, suit or proceeding for enforcement of any obligation of the Company arising while it 
was a limited Habiliiy company of the State of Delaware, and die Company hereby irrevocably 
appoiau the Secretary of Slate of the State of Delaware as its agent to accept sco ice of process 
in any snch action, suit or proceeding. 

7. The address to which a copy of ihe process refened to in subsection <b){6) of Section 
18-213 of The Act shall be mailed lo the Company by said Scerciajry of Slate is Trident Trust 
Congwuiy (Cayman) Limited. 4th Flow, One Capica) Place, P,0. Box 847, Grand Cayman, Cayman 
Island. Bridsb West lodi^ 


[signanire page follows] 


-st594i-vi eoeuzs-ooss 
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IN WITNESS %Ti£R£OF. this Ccrrificatt of Ttansfer has besn doty executed as c: 
Fet^ary 3. 20<K}. and is being filed in acconlance with Section 18-213 of the ACf b\ ir. 
AUthoh7ed person of the surviving domestic tiraitad iiability company. 


EBARGE. Lie 


Bvr /s/ William R. Fahs 
Name; William R. Fuhs 
Title: Vice Presidem & Assistant Secretao’ 


42S94:-v} OOS4i2S4}OSi 
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U.S. Corporation income Tax Return 

Feiro3}enciaryeaM$Mortscy«vbeginitiig J.i. .1S89.euJlii9 . 

» liwtfvcttona ate a^arat*. Sea page 1 fat Papaiwoirit iteducten Aex Wottca. 


OHBWn. !»«»-»»» 


A Checkirm 

) Co<>«afi<i»war*«un 

liiacji rotmtsty 


3 )‘*rsan«l£«nic> c^rs. 
(iciirttmts *« T»m»e»»»y 

te«inatrun<trs*) LI 




ZIPeiKlt 

W- JBIC POSITlOiS, tVC. 


2 tfortil Firmclat center. 7tJ» Fleer 
Nw Yerk MY 10281 ♦6100 
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Journal Entry Summary Report 


Year: 1^9 Comiaiiy Code fiPII MLtSKJVSnwmfimi 

TMS Account Namber TMSAceoimt DcscripHoa Attoaat 


6049201 

l^hp Poitn»lfo Div Income 

907,908-00 

6065101 

Pshp Pwtfolro Int Income 

816.667.00 

6090092 

Pshp S.T. Coital Gab 

87,057,680.00 

6090192 

S.T. CsfitaJ L(»s 

-n,7!!,63!.00 

6092092 

Pshp L.T. espial Oata 

41,490,965-00 

6092192 

Pshp L.T. Capital toss 

•9,861,157.00 

6094190 

I^p Ont Loss - 4797 

-257,118.00 

6094191 

Pshp Ord. Gain -479? 

3,079 J)0 

6107090 

OTHER SCHEOULEKINCOME 


6190101 

CimritiUe ContrifaiUloa 

998.00 

626CK20 


166,73^748-00 
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1999 Company Code NOll ML IBK POSITIONS, INC. 

Partnersbip Name Description 

DT Account Piumber 6094191 

FSE^uQrPulncn in L.P. Nel Bain()ou)iDit*;TSCCl>on 123t [utfR:rUiaRdueu>ca$u»KyortiKft) 

F? EQUITY PARTNERS IV, LP. Net gain (k)u)ifiKlU' Section 1231 [otTierilimdueioeasualtyorihen) 

KECALP INTiiftNATlONAJ. LP- I9P7 K«t gain (Ieas)uTKl«r Kcnion 1231 (aibcr titan AiC la Baiutity or tiictt) 

Total for OT Accoont Number: <r094l9l 


DT Account Number oIOTOtO 

COLONY IKVCSTMCNT Pi'JtTHEJtSKIP I. LP. O^dmary tncomc{fo!«} jiom trade cr bmirMinaaivitiBi 
COLONY BdVESTMEPnrPARIYfEJtSHIP Vlll-O Net lReomc(>(B5)ftoRi rental ml tusue Kimiies 
COLWY INVESTORS. LP. Net iucuiiic(loiu>ftomrenu) mlcstACKtlvitles 

IXMLYECHNULOGYiNVESTMEHTPUNDl! PludUio Incometlass): other pcHtfelio Incoine 


EBARGE,U.C 
PS Equity Portnes III L.P. 

FS Equity Pstmas III l.P. 

FS EQUITY PAPTNEJIS IV. LP. 
rs eOUlTY P/MONERS IV. LP. 

FS EQLTTY PARTNERS TV, L.P. 
lAPAN PORTFCUO HOtOlNOSII, LiC 
UW2 CO-INVESTMENT. LP 
LSML JAPAN HOtOlNOJJ fl. ILC 
Lt CAPITAL VILP. 

LTCAPnALVILTt). 

NIPPON PORTHaJOUOlTirNCS II, LLC 
MPI II, L.LC. 

NPl U. LLC. 

NFID, LLC. 

OVeRSlCwr PARTNER t LLC. 

THE GLOBAL aNdVCKCeNCe FUND. LP. 
TK H(XDINOS 


Ordinary lncoine(toss) &«nl tiaiJ* or binfnos oetivitMS 
Net iDcamcPoss) Run renui real csuic aniviilcs 
Ordinary Iacame(lasi) ftom tradr oi bmiiKS anivUies 
Ordtnary (ncmncOou) ftom trade or biuanete aaivitiof: 
Net incoTnc:()oa!i) Irom rental leal estate actlviiics 
Pcnftilo inconiclloss^ orho ponft>!io incoine 
Portfclie Inc0itie(lasi); olber portfolo income 
OidinBry In£oinB(tiBs) fiom trade oi business aelivitits 
PcftAlio IneomeOoss): olhBr pvnfbiia rneome 
Ordinary Incocncdtus) Eomtnrlear btolrteas leilvilks 
Ocdiiiary ItKOinelloss) from Bade or bastnesse aoiviiies 
Pnitmtia Ineonie^ios): other ponfbiio income 
Other uicociie(lMs) 

Net inoMTCiioss) ftern lemU leat qcms activities 
Portftaio ineomct<o»j: other pontoilo incorae 
Ordinary lncotne<loes) Irocn trade or insiiies aoivitiet 
Odter ineomeOosr) 

Ordinary Incumcdon} livm tndc or UolceN auivicies 


Total for OTAccAUQtNuraUr; 6107090 
DT Account Number 6190101 

FS Equity Porburs IQ LP. Chari lafcic tontri t mteia 

FS EQUITY PARTNERS tv. LP. Charindilc twitrOvtioiB 

KJX^Al.P INTERNATIONALLY. 1997 ChiritaUe contrituOons 


Total for DT Account ivumben 6190101 


DT Account Number 6260S20 

Arsitf Prepeny Ri^is Hddine. LLC Other deOutliotts 

ARENA Capital INVESTMENT FUNO, LP DcAinicxs rdited ta pottRilio Income 
RLACltSTONE MEZZANINE PARTNERS, LP. Imertst npense on investnunt debU 


Amount 


1.094.00 

1.125.00 
SdO-ira 

3,079.00 


dOO.OO 

€2,>9Q-Dt> 

5.620.00 

5.025.00 
2,753.(10 

3.079.00 

41.752.00 
1S,2R2.(|0 

3.151.00 
{1,803.00 

19.993.00 
U.5OS.0O 
:5.O47.0«l 

146,412,896.01) 

127.00 

W.W 

1.121.00 

45.973.00 


t.480.8d«.00 

32d,27ZD0 

19,314.00 

14S36S,31S.OO 


583.00 

317.00 
S.tID 

908.00 

32.92aoo 

70389.00 

<4X0.00 
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From: Bymim, Brad <}BK-DAL) 

Sont: Wednesday. Decemb^ 22. 1999 10:20 AM 

To: DeVito, Mark (CICQ - CAPMKTS); Brown. James <CICG - CAPMKTS); Fuhs, WiWam 

(CICG . CAPMKTS) 

Subject: DMCC for Enron Projeci 



Deceit 22 1999 
HeM02,(k>c 

Brad Bynum 

Associate 

InvB^ment Banking 

230 Crescent ^urt, Suite SSO 

Dallas, Texas 75201 

5 214-840-5320 

6 214-849-5399 

S l>byi>iiindexc)ian9tt.in1.eom 


MS 24572 



2588 



MeffilHiYiieli 


To: Debt Markets Coimnitmmt Cormcottee 

Freon: IVojecI Finance aiMl Lease Groap: Janies 
Brown 

Delrt Cap^ Mazkeis: Mark Devito 
ML Houston; Sdbuyler Tilney 
ML Dallas: Rob FnrsL Brad Byiram 

Tel: Leveraged Finance Gionp: x8427 

Debt Capital Maikets: x4908 
ML Houston: 713-75^2530 
ML DaUas; 214^^535^ x5320 

Decejnber2Z1999 


Snbicetr S7-8M!IX101^EQL11TBliroGEC0MMlTMRNT 


L SIMWAKY AND TXANSACnON OVERVIEW 

Jeff McMahan, EVP and Treasurer of Enron Corp. has asked MLlopordrase $7MM of equity in a 
special piirp<»e vehicle that will allow Ccap. to book $12MM of eamsgs. The lrarKa<^km must 

close by 12/31^. Enn»is vicwii^ this h^isacticB as a brid^ to permaneit equity and they believe oor 
held will be for less thao six months. The investment would have a 22.5% return. 

Enron will have 3 barge mounted! power plants in service by February 2000 in Nigo-ia. The first 3 years 
of cash flow is $39 million. Bfinm wants to monetize the first 3 years of cash flow for $28MM. Th^ 
will do this by estatdishing a U,S. j^Tecial purpose vehicle. The ^edal purpose vehicle will be csq^aJized 
our STMM and a S21MM Ic^irom Enros Corp. Eaion has a total mve^moit kiS $46 MM 

is the iH'cjecL Bhxhi is in acli^ n^otiations with several equity investors, ii^ludixig Marub^i. 

However, th^ are aWe to close the iraisaction with a Jong-tOTn holcter by year-end. Biriwi will 

facilitate our exit from the transaction with third party investors. I^n BayJy will have a conference caB 
with senior managemest of Enron confirming this commitment. 

Bhrcm is a client to Marill Lynch. Enron views the ability to paiticipate in tFansactions as aiding 
significant value. Biron has generated a fee to ML in excess of $40 MM in 1 999. 

H. FIlOi>OSED CORPORATE SimVCTURE 

Transaction Stroctqm 

Purchase Eqmiy Conmbiifion $ TOOMOhon 

Acquisition Loan (from Enron to SPV) 21.00 Million 

Total Purchase Price $28.00 Million 

Basis: 25% Internal l^c of Return cm invested opily for Parchaser. 

Acquisition Loan Tenss: 12%liuercs}}l3te, 24MotMhTemi, Amc^tizalitmtobe Agreed 
Loan scored by Purchaser’s interesl in the ^ge Project On^f 
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To: 

Debt Markets Conunitinem Committee 


From: 

Project innance and Lease Group: James 
Brown 

Debt Capital Markets: Mark Devito 

ML Houston: Schuyler Tilney 

ML Dallas: Rob Poist, Brad Byxmin 


Tel: 

Leveraged Finance Group: x&427 

Debt Capital Markets: x4908 

Ml Houston: 733-759^2530 

ML DaBas: 214-84^535a x5320 

Merrill Lynch 

Date: 

December 22 , 1999 



Subject: S7.0 MILLION EQUITY BKU>GE COMMITMENT 

TKAWSACnON SUMMAJtY 


Entity; 

Eadiity: 

Bequest 

Expected Ratings 

CWoody^s/S&r^: 

Maturity: 

Use of Proceeds: 
Timing: 

Uidependeot Auditors: 
Company Counsel: 
Underwriter Conosefc 
Fees: 

ML Reseai%h Coverage: 


S]^aJ Pwpose Vehicle 
S7.0 MiBicm Equity 
$7.0 Million 
B-.B3 

Less than six raoiulis 

To purchase common and Referred is a Nigoian 

Barge Co. 

Closing by year end. 

NA 

Vincent & Elkins 
NA 

Proposed $250,000 jdus )5%pex simui] or a flat 22.5% 
zetumpersmum. 

Leo J. Kelser 
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Shareholder SfatKiturc 

There will be three classes of stock two preferred and one coininon. The Purchaser will purchase the Preferred A 
Shares and the Common “Shares. Enron will own the Frefened B Shar^ The summary bdow indicates the 
economic interests before md after the Trigger Date. In each case, the table indicates the Cash Flow rights of eadi 
shareholder clas after the previous dass shareholder has reived their percentage diarc of the Cash Flow. 

Economic Interest (Percent of Cash Row CCF’) 

Stock Class Pre Trigger Date Post Triggig- Date 

PrefenedAOl^irdiaser) O.lJ^ofCF 0.l%ofCF 

Preferred B, (Emron) 9.5>%irfCFAflerPref A 99.0%arCF AfterPref A 

Coniinori Stock O^oreba^) 100.005 of CF After PrefA&B 100.00% of CF After PicfA&B 

Before the Trigger Date^ the Pordiascris cxpc^cd to receive approximately 90% of the Cadt Flow via the Common 
Stock and a small percentage from the Preiferred A. After the Tinker Date, the Enron Prefened B Shares receive 
aj^nnxirastely 99.0% of the C^Flow and after dirtribodon to the Preferred A and Brd^ed B, d)e Conancm 
receives residual distribution of theCash Flow. 



T^IE LINE 

( 1) H»A is between Enron Nigeria Power Holding Ltd and the Lagos State of Nigeria. Sub5e()uem]y, the rights 
to the PPA (barge acthdiies only) axe assi^d to Enron Nigeria Barge Htdding Ltd. Which in tum assigns 
the rights to Enron Nigeria Barge Ltd 

(2) Enron Nigerian Barge Ltd. A&B Prefened and Common Shares are issued to Enron Barge Holding Ltd. 

(3) Preferred A Stares and Common are sold from Enron Nigeria Barge Holding Ltd. To a third party who 
assumes true equity risk involved wiUi the Enron Nigeria Barge Ltd. 
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HL »ARGEPROJXCT1COI«OMICSIJMMARY 


Tower B^ges 

$25,000 

Barge Upgrades mid Oashore Cori 

J.^ 

Total EPC 

40.800 

Mobil^tjou 

1,014 

Dcvdqsnoit Costs 

1.500 

Wcslong capital and Spares 

2,119 

ContingaKy 

„_L«i 

Total Cc«3s 

$45,614 


Protection of 90% of Cash How 075 $0001 

Year 2000 Ye ar 2001 Year 2002 Year 2003 Total 

59,123 513,362 513,706 53,410 539,691 

llbe 545.6 i£sSh)n pn^ <:os3s axe to be paid by Il3« net Bow jp^eaed crrer tl^ 

life is 544.1 inil!f«it,a!}<ld^l%<^ihet^ee7ts3tca^i!ow» 539.7 iriiien. 

It is the mtemion of Enron tojvovide lo the Investor inonthly distributions of net cash How, and to have an Entcm 
affiliate provide to 75% seller iiii^iced ^t. Thep^op^ed ddM period is three years with an uiterest rale (rf 
12%j>et>'eaff. 

TV. KISROTSOViatVrEW 

MeniSi Lynch’s lehihoj^p with Eittoa Corp. (the "Comimy" cr ”EnR»0 has devdioped stgnificainly over the 
past year as Enrt» will gstxrate more Ihrai $40 ia iiwestmwit haoidog fees in 1999. The foflowijag points 

identic corrent issues related to the Company and ^gniftcant recent Enron transactinns in which Memli was 
im^cd 

• Lead rmxiagsdl Aznmi’s, Enraa^s irtfematioo^ w^er ntflity suh^ary, XK> ($700 miSion) 

- Advi^oii5ohs^ent$235!mUkn}at^53iitmafAM?C^gua.h&a3ge{neiitlna 

- Cerrenlly wtnhbg on several bay si& advisory a^gnroents 

-■ Co-kad ibr 5500>75{> million high yidd IssaaiKc (conentiy on bold) 

» CVmai&ged a >kiiv Issue Conii!K>QE^IyaRadngfca’]^c3iCoq>. (5865 imlHcNi> 

• Currently worling with the CFO to raise a $500 fiDllioD imvate etpiity hmd (iJM2) 

• Ctsremly pitching io become Esxon’s fissicial advisor f(^ private eqoio^ In its teltxt^Ennm^cations ssbsithasy 
OBnron Communicat^RS) 

• The C^B^any is actmly exptoimg power £|^p<»tmwi!es in coniiBenial Ewope 
Company Qv^view 

Ennm is a g3d>aJ diversified energy company. Enron is the largest buyer and seller of natural gas and electrioi^ in 
tl^ wyAd and owns 32,(KK> stSes of it^ur^ gas jspelmes m V.S. His Compsts^ also is tme of the l^rf^ 
indepeBdent develcpeis, c^peratcos and producers erf electricity worldwide, with facilittes in Europe, Aria, die 
Americas and the iPacific itim. Once comjdeled, the Company’s long-haul fiber optic nelworh will be the first 
Intone Ihotocol backbone in Uie U.S. AddrUon^, through its water con^rany, Enron owns aiui^ 

operates water systems in the U.S., Etat^ Cana^ Mexko mid Azgenth^ As of hme 3b. 1999, Eixr<ai‘s total 
assets were $34 bdlion and its equ% market was approximattdy 532 bilKon. For the year ended 
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Deccn*ei31, 1998, Bffcn generatal rcvcirae of S31.3 WIBoiw up 52% over the year ended Deamber 31, 1997. 
Tlte Coinpan> has grown ils reverme and operatisg pofit al an anoualized rate of 50% and 30% over the penod 
from 1 995 to 1 998. lespectively. and bas been named the most innovalrvc coinpaao' world by Forbes l^or the 
past four years. 

Enron is organized as a holding c<^pany wlh four enexgy-rdaied operating siahsidiarics (Enrcm Nrnih Amenca, 
Dtron Gas PipeJines, Enron Bfwr^ Services and Poitlasd General) a tdecomnnuiicat kms subadiary (Enron 
ConunumcaiKnts) and an b^unational water con^»ny (Azurix). Ennui’s regulated business includes two cfierations 
• natural gas pipelines, comprised of Enron Gas I^peline^ which owns and operates all of Enron’s federally 
regulated interstate natural gas inpelines. and Fcnland CeDcial (Enicai rccenUy aimcmnce the sale Ponland 
General wtadch sboold close in the next year), as dectric distribution, uan»iuss3on and generation company serving 
the OregtHi oiaihet. Whcicsale cner^ services, comprised of Enron Nonh America, is cunenUy Enron’s Icngcst 
busineffi as measored by operating jmlit, and provides comniodity sales (natmal gas, electricity, and other energy 
commodities) and services (asset ‘management, ririt management) to large industrial, commercial and utility 
evstomers in the U. S. and intemationaJly. Enron’s newest energy business is its retail energy services business, 
comprised ctf Enron Energy Services, which provides total energy ootsoirrcing sohitions to TBajor coiporaticms in the 
U S. These solutions indude infrastructure Dianagemenf packaged with new equipineni insiallation and commodity 
purchases on behalf of the large coiporaie custtuners 

Enron^s two newest busbesses, Enron Comnnmkatkms and Azmix, are positioned to take advantage of poritrve 
business Eindainentals outside of Enron ’senergropeiatiQiis. Enron Communications is constructing an over 10,000 
mile natiittwide long haul fiber optic network that will offer l^oadband application services over an hnemet 
Protocol network. Additionally, Enron Communications is pursuing an opportunity to create a market for the 
trading of bandwidth capacity cn fiber systems. A^nrix is an S850 million ptAilicly traded inleinationa) water 
comparry (70% coiiir<^«^ by Eiffon) which plans to take ad^ntage tte signiiic^t opportunities that exist for 
private sector paitkipation in tibe global water inckisiiy, inchMhng acquiring existing water and wsstewat^ ^sterns 
via privatizations, providing water and wastewater r^led services to municipat industrial water markets and 
developing and managing water resources. 

V. PREUMINARY INFORMATION MEMORANDUM 

Attached 


MS 24577 



2593 


Managemflint Unit; 

Group: 

ProjectStart/FInish: 


APPROPRIATION REQUEST COVER PAGE 

($ in Thousands) 

C)C6 Project Name: Enion Nigerian Barge 

EquiV 

iBK PInanctal Coromibnent: $ 7 unfion 

Needs to Oose by 1 2/31/99 > 

TaKcoutbye/^O/DO 


EXECUTIVE SUMMARY 
Eodiy; 

Fadlitjr: 

Request 

Expected Rstings 
(Moody's/S&P): 

Maturity: 

UxeorProceeds; 

IlmiD^ 

ladcpfeBdeut Aa£l»n: 
Company Ceuascb 
Underwriter ConiucI: ' 
Fees: 

ML Research Coverage: 


Special Purpose Vehicle 
S7.0 Million Equity 
S7.0 Million 
B*. B3 

Less, dian six months 

To purchase cfinuiOA andprefeoed equity in a N^erixn 
Barge Co^ indireetly owned hy Enron Cotp. 

Closing by year end 1999. 

JiK 

Vinceot & Elkbis 
HA 

Pn^sed $250,000 plus ISPSp^ annum or a flat 22.5% 

return per annuia. _ 

LeoJ. Keber 


JefTMcMahon, EVP and Treasurer of Enron Corp. has asked ML to purchase S7M[M of equity in i 
special purpose vehicle that wfU ailenv Ertron Corp. to book S)2MM earnings. Enron must close this 
transaction by 12/3 1^9. Enron is viewing thb bansacUm as a bridge to permanent equiQ’ and they have 
assured us that we will be taken out of our iavestment within six months. The investment would have a 
maximuin 22.5S return. 

Enron will have 3 ba^e mcxinted power plants in service by F^ruaty 2000 in Nigeria. Ike first 3 years 
of cash flow is projected to be$39 million from the Nigerian govemnnenL Enron wants to sell the first 3 
years of cash flow for $28MM. Th^ prop<»e to do this by hiwing ML estabhsh a U.S. special purpose 
entity (the SPE^ ovmed by MccritI Lynch. The SPE will be capitalized by our S7MM investment and a 
$21MMnoo-recourse loan from Enron Corp which will then purchase noiirvoting ctunmoa stock in die 
Enron sulmidiary that owns the barges. Enron will have a told Investaient of S4i MM in die project. 
Enron is in active aegoti^ions with several equity iuvestors, including Marubeni However, they are not 
able to close the irutsaction witfi a long-term bolder by year-cad. Eriob will rscfliiate our exit from the 
transacdmi with third party investors. OanBayly will have a conference call with senior managcnicnt of 
Ertmi confrnnii^ this commUracitf guaranty the ML takeout wlfrtto six months. 

Enron has strongly requested ML to enter into this transaction. Enitm has paid ML approximately $40 
million in fees in 1999 and is expected to do so again ia 2000. 
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APPROPRIATION REQUEST APPROVALS 


Management Unit: CICG 


Proiect Name; Enron Nigeran Barge Equity 


Financtei CoironiUnent; $7 miRion 



Group EVP: 

Other Reviews 

Debt MaHtets Capital 
Committee: 

Peer Prt^ect Review: 

Date Approved: 
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Appendix 


L FBOPOSEDCOnroiUTSSTROCTUIlE 


Equity COQtribii^ $ 7.00MiiGofi 

A«quisltloiiUan<fromEmOftteSPV) 21.00 Maifon 

Toul PwKhist Pnc« $20.00 MUlioft 

Bssk 25% iAcnial Rale of Retorti tn invested for Pwtbaser. 

Acqoisit^ Loan Terms: 12% lattress Rate, 24 MmA Teno, Anonlzacim lo bt Asraed 
Loan secimd iy Fan^Bser's fsleieslln the Buse ^^ect Only 


^lari^lder Stnietcfe 

Tiucre vHn be three tosses of stotdc two prefisraf and one comam The PtBdiser tain parehase Ac Prefenred A 
^mo azMl die Common **Sham. Enroo wtRoMra dw Preferred B Siarcs. The summaiy below indicaies the 
ccosKsnk inteiem before imd aftm' the Tr^ger I^te. In each cast^ the table indicates ihe Cash Flow ri^ oTeach 
shareholder cbssafterthe previous elms jdiar^lderltas received their pcrceotage share ofihe Cash Flow. 


BetasMiie bsemt ^ereeiit i^Cash Bow 


SteekChea 

ITefared A {Furchxm} 
Frefentd B, f&won) 
Comnott Stodt (Porchaser) 


BeTtieeefDate 

amofCF 

9.9% of CP After fh^A 
iOOJMS of CF After PrefAAB 




O.IHofCF 

99.0% ofCF After Pref A 
100.00% of CP After PrefAAB 


Befbte dre Trigi^ Date, die FurtEiaser is expected to receive t^ifMOxumuly 90% of ihe Cub Flow via the Cmumon 
tiockaKid a retail precoOB^ ftom the F refai ed A. After tlw Trijsw Date, the Enrra Freftored B Shares receive 
;^]90xxn^iy 59.0% of the Cmh Flow red afUn' distribuiicMi to dw Frefeired A end Preferred B, ^ i&tmmoR 

receives the fexiAxal dfetr^o^oo e f Row. 


EnroaMetrla 
Tower HoMIni 


eissssl 


1TA(I) . 


3T 


SargcSiidfof 

UA 


fW 


. oec 

»dS«d« 


’rSMFw^ 

»v 


iPlvftmdAAa 

WC«imM{Z} 


EMwMctrte 

BwtsUt 


LiiosSwe, 

Xiinh 
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TIMELINE 

C 1) FPA 15 b«twee« Enron Ktfcra hiwer H<^^S Lagos State of Nigena. 

\o l^A (b«s* activates on\y} 9tn ass^j^d to Enroa >G^H3 Barge H<^utg Ud. Which in turn assigns 

{he r^its to Enron Nigena Ltd. 

(2) Enron Nigerian Barge Ud. A&B Preferml and Common Shares are issued to Enron Barge Hoiding Ltd. 

(3) Piefemd A Shares and Common me sdd from Enron Migeria Barge Hct^S Ltd. To a dttrd pat^ v’ho 
assumes true e^i^ riidc tnvohred widt the Enron Nigeria Barge Ud. 

IL BARGE FROJECr ECONOMIC SUMMARY 

Cost Somrtiary SOW) 


Power Bargci 

$25,000 

Burge Ufq;mdes and Onsttoie Cost 

15.800 

Total ETC 

40,800 

MohUizi^too 

1,014 

Dcvel^nnem Costs 

uoo 

Working capital and Spires 

2.119 

Contingency . 

l$t 

Tot^ Costs 

$45,614 


PfOieciioft of 90^ of Net Cash Ftow (US SOW 

Ytar2000 Year 2001 Year 2002 . Year 2003 Total 

S0il23 $l3,3fr2 513,706 S3.4t0 S39^91 

The S4S.6 miDitn project costs are to he paid by Enres. Ihe net cash Ocnir projected over ih« three year Miase I 
project life is S44.] million, and dOOHoftbethreeycar cash flew is $39.7 millioa. 

It is ObemteBtionctfEBRin to provide to Out Investor mooflily^stribattons ofnetca^flow, andiohaveanBntm 
afli dace prcvkle np to 75% of sellm financed The reposed debt poiod b three yean >riih an interest rate ^ 

J2%pcry^. 

IIL ENRON OVERVIEW 

MotM Lynx’s rH^emship with ^rwi Osrp. (the or ‘*Eoron"} has devek^ed significanUy over &e 

paft year as Enron win generate in«« than $40 minion in mvestment hanking fees in 1990. following pobits 
identify ewrent issues related to the Company and sigmfieant recent Enran trinsactiens in which Merrill was 
involv^ 

• Lead madfiaged Aaurix's, Earoa*s iatemational vreier ttti&y suhstdiary, IPO CC700 miBims) 

- Advbed mi subsequent $235 mflHoa acquiridon of A^ Acqua Management Inc. 

- Cwrently working on several buy side advisoiy asignments 
Co>lead for S500-7S0 miUioa Mgh yield iouance (cureottly on bold) 

• Co>mBiaged a Mew Issue ComiiKm Equity offerkig for Diron Coip. <$845 miflion) 
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• Currently working wHb the CFO to raise a S300 tniltiM private equity fusd (UM2) 

• Currently {niebing to be«^e Enron's financi^ advisor for private equity in its teiecommunicaiions subsidiary 
(Enron Communications} 

• The Company is actively explorm; power oppominilies in continental Europe 
Cwnpany Overview 

Enron is a glt^al dmrsified energy cwnpany. Enron a the brgesi buyer and seller of natunl gas and elecaricity in 
the world and owns 32»000 miles of cutural gas pipelines in the U.S. The Company slso b one of the largest 
independent developers, operators and producers of electricity worldwide, widi unities in Europe, Asia, dte 
Americas and the PaeiHc Rim. Once compleiett the Company's long>b«ii Hber optic network will be the fust 
Interact Piotocot backbone in the U.S. Addiliwtally, throu^ its iniernaDonel water company, Enrmi owns and/or 
operates water systeias in the U.S., Europe, Canada, Mexico and Argentina. As of Jtitte 30, 1999, Enron's total 
assets were S34 billion and its eqoiQ' market eapitaliation was approxtm^ely 532 billion. For the year ended 
De«»nber31, 1998, Enron generated revenue of 531.3 billion, up 52% over the year ended December 31. 1997. 
The Company has grown ks revenue and operating profit at an annualized rate of 50% tnd 30% over the period 
from 1995 to 1998, respectively, and has been named the most innovative company in the world by Forbes for the 
past four yean. 

EnriM is organized as a holding company with four energy-related operating subsidiaries (Enron North America, 
Ennm Cas Pipelines, Enron Energy Services and Portland General) a telecommunicatjons subsidiary (Enron 
Communications) and an intemadonal water company (AzurixX Enros's regulated business iaeJudes two operations 

• nalunl gas pipelines, comprised of Enron Gas Pipelines, which owns and operves all of Enron’s federally 
regubted interstate natural gas j^lines, and Portland General (Enron recently annouaee the rale of Portland 
General wbkh diouM close in the next year^ an eleetrie distribtPioa. tranunission and generation company servinjg 
Che Oregon market. Wholesale energy services, comi^ised of Ennm Nordt America, is currently Enron's largest 
busmess as measured by operadag profit, and provides commodity sales (natural gas, eketneity, and other ener^ 
commodities) and services (atsee management, risk manasemeni) to large inthsstrial, eonmerctsi and urilt^ 
costORies in the U.S. and inberoationally. Emon's newest ea&gy business b ks retail energy services business, 
comprised of Enron Energy Savires, wbkh provides total energy outsourcing solutions to major corporations in the 
tl.S. These soluticMis include mfnstnicture management packaged with new equipment sistalhtion and commodity 
purchases oo behalf of the large corporate customers. 

Enron’s two newest businesses, Enron CMnmunicatioiis and Azurix, am positioned to take advantage of positive 
busmess fundamentak outside of Enron's energy operations. Enron Communicatioss is constructing an over 10,000 
mile natioDwide Img haul fiber optic network will offer broadband application services over an Internet 
Protocol network. Additionally, l&ran Communications is ptimiing an opporuinity to create a market for the 
tradiflg of bandwidth capacity cm fiber ^teras. Azurlx is an 5850 million publicly traded Internationa] water 
company (70% controlled by Enron) which pbm to lake advaniagt of the signiflcam oppormnilies that exist for 
private sector participation in the global water industry, including acquiring existing waiet and wastewater Qrttems 
via privatizations, providing water and wastewater related services to municipal and industrial water markets and 
developing and managing water resources. 
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Management Unit! 
Group: 

F^oject Start/ Finish: 


appropriation request cover page 

{} in Thousands} 

CICG Prp|ect Name: Ertron Nigerian Barge 

Eqt^ 

iBK Financial QommitTnent: $7 Million 

Needs to Close 1^ 1 2/31/99 - 

Taiceout by 6/30/00 


EXECimVE SUMMARY 
Entity: 

PacSilTt 

Request 

Expected Ratings 
(Moody^USAP): 

Maturity: 

Use of Proceeds: 

Tining: 

Indepeadent Attdftors: 


Special Purpose Velikle 
ST.OMiUion Cqfuity 
$7.0Mmion 
B-.B3 

Less ^ six monds 

To pureha» common aad prefened etpsAy m a N^erins 
Barge Co., indirectly owned by Enron Cocp. 

Closing byyevend 1999. 

HA 


Compsuiy Ceuasci: 
Itadenrriter Counsel: 
Fees: 

ML Research Coverage: 


Vnceat ft Eflcins 
HA 

Pnspo^ S250.009 phn I SH per annum or a fat 22 
icannperamwn. 

Leo J.Kelser 


Jeff McMahon, EVP and Treasurer of Enron Corp. has asked ML to purchase S7MM of equity in a 
special purpose vehicle that vrtll allow Enron Coq>. to bo(4c S I2MM of eamii^ Enron must close this 
transaction by 12/31^9. Enron is vtesykig this treosaaion as abridge to perumneni eqtnty and dity have 
asswed US &at we will be t^as) out of our mvestmerd within six mollis. The iovestmeirtwould^vea 
maximimi ZLS’t^retwn. 


Enron will have 3 barge moimted power pimits in service by Febniaiy 2000 InNigeria. The first 3 yean 
of cash flow is projected to be$39 million from the Nigerian government Enioo wants to set] tite first 3 
y^arsof cash flow for S2SMM. Ihey impose to do this by haWng MLes^leh a U.S. qiecial purpose 
emtity (the SPE"), owned by Merrill LyncA The SP£ will be by our S7MM hivestineiit and a 

$21MM ntm^recmirse loan from Enron Cmp which will dienpurch^enon'votiageommoe stock in the 
Enron ^bsidiary that owns the barges. Enron will have a (ot^ inYestmeat oTS46 h4M in the project 
&tron is in active negotiations with ^eral equity investors, including Marubeni. However, they are not 
able to close the tnatsactiem with a long-tenn holder by yearnend. Enron will fscilitato our exit horn the 
transaction with ^kd paoty invesb^ Dan Bayly will have a confenuice call with sfnwx rsuageramit of 
Enron coafirming dsb commitment to guaranty the ML takeout withio six mmths. 

Enron has strongly retpiested ML to enter into tius transaction. Enron has pat^ ML approximately S46 
million in fees in 1999 and is expected to do so again In 2000. 
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APPROPRIATION REQUEST APPROVAIS 


8ftEi»ag«rTH»itt Unit: CiCG 


Prefect Naivw: N^eriin B^e Egiuty 


FlssneialCommitfi^itt; STmlBon 
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Appendix 


L PROPOSED COKTORATESTROCTUIIE 


PuTcbase Equity Contribution 
Acquisition Lem (from Enron to SPV) 
Total Purchase Price 


S 7.00 Million 
21.00 Million 
£2100 Million 


Basis: 25 % imerml Rate of Return on invested eqai^ for Pur^iser. 

Acqalshion Lom Terms: 12% Intmst Rate, 24 Month Tenn, Atnoittzafion to be Agreed 
Loan secured by Pwchaser's interest in the Baise Project Only 


There will be tlvee classes trf'stt^ two (deferred and one cotranon. The Purchaser will ptschase die PreferTed A 
Shares and die Common *'Shaies. Enron will own the Prefen^ B Shares. The summary below indictoes the 
e^momic interests before atui after die Ti^serEMe. in each case» the table indiea^ the Cash Flow rights 
slarebolder class afier die previous class shareholder lias recetwd thetr percentage share offtie Cash Fbw. 


EcmiiHttic Intend (Perceid of ^sh How O'er*) 


PreftiTcd A purchaser) 0.1%ofCF 0.I%orCF 

Preferred B, (Enrat) 9.0W <rf'CF AfterPref A 99.CH ofCF AftwPref A 

Cmnmon Stock (Purdasnr) 100.005ofCFAfrerPrefA£B 1 00.00% of CF After PVrfAAB 


Beftne die Trl^er Dade, dw Pnnhaser is expected to receive iiq^iroximately 90% of the Cash Flow via the Common 
Stock and a small percentage ftmn tte Prefinred A After die Triggtf Date, iliB Enron Fh-cftncd B Shares receive 
epproxiro^ely 99.0% of the Cash Flew and after disthbuti^ to the Preferred A and Prercired B, the Common 
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nMELlNE 

(1) PPA b between Enron Nigeda Power HoUtog Ltd and the Lagos State of Nigeria. Subsequently, die riglits 
to die PPA (baige aciivitia only) are assigned to Enron Nigeria Barge Holding Lid. Whi^ in turn assigns 
the rights to Enron Nigeria Barge Ltd. 

(2) Enron Nigerian Barge Ltd. A&B Preferred and Conunoi Shares are issued to Enron Barge Holding Ltd. 

(3) IVefciTed A Shares and ComnoDn are sold irom Enron Nigeria Barge Holding Ltd. To a tfiird party who 
assumes true e^ity rbk irrvelved with the Enron Nigeria Barge Ltd. 

II. -BARCE PROJECT ECONOMIC SUMMARY 

Cost Summary flJS SOOO) 


Power Barges 

$25,000 

Bargie and Onshore Coal 

15.800 

Total EPC 

• 40,800 

MoiNlizatkm 

1,014 

Devch^meitt Costs 

uoo 

Working capital and Spares 

2,119 

Contingency . 

■ 181 

Total Costs 

$45,614 


Projection of of Net Cash Flow <US 5000) 

Year 2000 Year 2001 Year 2002 Year 2003 Total 

$9,123 $I3,3K • $13,706 $3,-110 $39,691 

The S4$.6 miUion pcoject costs ue lobe paid by Enron. The net cash flow pnyecied over the three year Pba» 1 
project life b $44.1 mfllioB, and d90% of the Unee year cash flow b $39.7 million. 

H is die intenttoo of Enron to provide to the Investor mondi^ distributions of net cash flow, and to have an Enron 
aflBiate provide up Q» 7534 ofsellerfmanced debt The proposed debt period is three )«an with an bterest nie of 
1 2K per year. 

ill. ENRON OVERVIEW 

Merrill Lynch's relationship with Enron Coip. (the ”Compan/’ or ''Enron") has developed significantly over flic 
past year as Enron trill generate mom dian $40 million in investment banking fees in IS^. The following points 
identify current issues related to d>e Company and signllkant recent Enron transactions in whkh Merrill >vas 
involved. 

• Lead managed Azurix’s, Enron's interaational water utility substdiaiy. IPO ($700 milCon) 

- Advised on subsequent $235 million eequisitMO of AMXAequaManageneM Inc. 

- Current^ working on sevend buy side adrisovy assignments 

~ Co.!ead for $500-750 mittioa hi^ yidd issuance (currently on hold) 

• Co’managed a New Issue Conunan Equity ofRring for Enron Cofp. ($165 (niHIon) 
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» Corrent}y>vofkinf With die CFO ionise a S5Q0inniioBprivaie equity fund (UM2) 

• Currently pitching to become Enron’s fmaneiol advisor for private equity in its telecofnmunicatioRs subsidiary 
(Enron Commuaicailons) 

• Ihe Company b actively exploring power oppoitunities in continental Europe 
Company Oveniew 

Enrcm b a global diversified en^y company. Enron » the largest buyer and seller of naiural gas and electrieiiy in 
the world and owns 32,000 miles of narorsl gas prunes in tfie U.S. The Company also is . one of the largest 
indepefident developer^ operators md peodocen of electricity worldwide, with faciliites in Europe, Asia; the 
Americas and the f^ific Rim. Once completed, the Compaay’s long-haul fiber optic neiwork will be the first 
imemet Protocol bachbene in the US. Addtionaily, throu^ ha inienaiiMat water eonpany, Enron owns and/or 
operates water i^ems In the U^., Europe, Canar^ Mexico asid Argentina. As of June 30, 1999, Enron’s total 
assets were S34 billion and its equity market capitaloation was aj^ioximately S32 billion. For the year ended 
December 31, 199S, Enron generated revenue ofSdi J billion, up 321^ over the year eaded December 31. 1997. 
The Company has grown hs rewnut and operating profit at an annualized rate of SOH and 30M ovor the period 
firotn I99S to I99S, reflectively, and has beea named die most innovative company in the world by Forbes for the 
pest four yee». 

Enron is organiaed as a holding cofspany wfdi four energy-rdaied operatUg subsldivlcs (Enron North America. 
Enron Gas Pipelines, Enrcm Energy Services and Pordand General) a tdecommonkations subsidiary (Enron 
CommonicatioTis) and aa intcmational water company (Aaurix). Enron’s regulated business inchides two opentions 
< natural j^petines, confirised of Enroa Gas Pipelines, whid) owns and operates all of Enron’s federally 
regulated iatersode natand gas pipdines, and Poriland General (EntMi recently announce the sale of Portland 
General whidi drould close in the nett yearX an dectric distribution, iransniission and generation ceropw^ serving 
die Oregon markeL Wliolesale t&e^ services, comprised of Enron North America, is currently Enon's largest 
business as measure by operating profit, and i^ovidcs commodity sales (natwal gas, eketrteity, and other energy 
ceminodities) and series (asset nui^unent. risk management) to bige industrial, commermal and utility 
customs in the U.S. tnd interaaticnalty. Enron’s newest energy business is its retail energy servtees buslne», 
comprised of Enron Energy Services, which provides total energy outsourcing solutions to major coqxKutions in die 
U.S. These solutions inebide initattmeeure man^ement packaged witii new equ^ment mstdlatioa and eominodity 
purchases on bdtalf of the large corporate customers. 

Enron’s two newest businesses, Enron Communieadons and Azurix. are portioned h> take advaatage of positive 
business fundamentals outside of Ennm’s energy eperttions. Earon Commuiiications is constructing an over 10,000 
mile nationwide tong haul fiber optic network that will oiTer broadband applicatiMi services over an Inteinei 
Protocol network. Addittonslly, Enron Communications is pursuing an opportunity to create a nuricet for the 
trading of bandwidth cspacity on fiTcr systems. Azurix b sn $850 million publicly traded micmational water 
company (70% conirolM by, Enron} which plans to take advantage of the significant opportunities that mdsl for 
private seemr partiripation in the globat water industry, including scqturing existing water and wastewater syriems 
via privatizations, (xwiding water and wastewater related services to municipal and indrstrial water maritets and 
developing and managing water resources. 
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MMageiRvnt UnK: 
Qroup: 

Project Start / Rnlsh; 


APPROPRIATION REQUEST COVER PAGE 

iS In Thnusands) 

CICG Project Name: Enron Nigerian Barge 

Equity 

IBK fineneial Commitment: 9 7 Million 

Heeds to Ooee by 12/31/S9 - 

Tayeoutby6/30A}0 


EXECUTIVE SUMMAllY 
Eati^: 

FaeUlly: 

Rcqvest 

Expected Ratines 
(Mopd)r*s/S&P>: 

Maturity: 

Use of Proceeds: 

Timing: 

ladepciideiit AuditMs: 
Company CottBsd: 
Underwriter CooBsel: 

Fees: 

ML Resent CoveraEe: 


Special Purpose Vehicle 
S7.0 Millioo Equity 
S7.0 Millloa 
B-,B3 

Lea than six ninths 

To purchase coenrom and prefemd equity fai a Nigeiian 
Barge Co., iadireetty owned by Enron Corp. 

Ctosini by year end 1999. 

KA 

VinccfU dt Elkins 
NA 

Prt^wsed SSdO.OOO ptus ]5Hpcrannwii ore flat 22.dH 
tenutt per aaimin. 

Leo J. Kelser 


Jeff McMahon, EVP and Treasurer of Enron C^rp. has asked ML to pnrdiase S7MM of equity in a 
special purpose vehicle dtat will ^low Enron Corp. to book S12MM of earnings. Enron must ciose this 
transaction by 1 2/3 1/99. Enron is viewing this transaction as a Mdge to permanent equity and they have 
assured us that we will be taken out of ow investment within she months. Hie Invesunent would have a 
maximum 22.5% letam. 


Enron will have 3 barge mounted power plants in service by Fcbniary 2000 in Migcria. The Hist 3 years 
of cash flow is pre^eet^ to beS39 mllilon hum dm Nigerian govenment. Enron wmns to sell the first 3 
years of cash flow for S2SMXC They propose to do diis by having ML establish a IJ.S. special purpose 
entity {the SPE"X owned hy Merrill Lynch. The SPE will be capitalized by our S7MM investment and a 
$21 MM n<Mi-recottise loan fiVHn Enron Corp which will then purchase non- voting common stock tn the 
Enron subsidiaiy dial owns Che barges. Enron will haim a total investment of $46 MM in the projecL 
Enron is in active negotiations with several equity investors, including Marubeni. However, they are not 
able to close the transaction with a long'^tenn holder by year-eod. Enron will .Taciliate our exit from the 
transaction with third party investois. Dan Bayly will have a conference call with ronior mwagement of 
Enron conflrming this comniitinent to guaranty the ML takeout within six months. 

Enron has strong^ requested ML to enter into this transaclimi. Enron has paid ML approximately $40 
m illion in fees in 1999 and is expected to do so again in 2000. 
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^WeirmiiViich 

APPROPRIATION REQUEST APPROVALS 

Management UnH: OC6 Project Neme: Enron Nigerian Barge Equity 

Flnancta) C^Mnmliment: S7mm)on 

SPONSOR; 

Ori^nater 

Rob Furot 

Mgrrtt. Unit Controller 

Mgmt Unit Head: 

Group FIrunce Director: 


Group EVP: 

Ottier Reviews 

Debt MarKeb Capital 
CommiKee^ 

Peer Project Review: 

Date Approved: 
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Appendix 


I. PROPOSED CORPORATE STRUCTUKE 


Pvrchas« Eqtuiy Conajlration 
Ac(}uattion Lmd (fit»n Enrca to SPV) 
Total P(in:hase Price 


% 7.0&Minii>n 
2i.OO Mimoi> 
S28.00Miil]»n 


Basis; 2S% Internal Rate on invested equi^ iw Purcltaser. 

Acquis^um Loan Terms: 12%lneere5f Ratc> 24 MobA Tam, AmMtiztfkmto Ire Agreed 
Loan secured by Purehastf 's tmcresi ifi tbe Barge Prcyea Onfy 


Shareholder Strecturc 

T1^ will be diree classes of Aocle (wo pre fi ened wnd oae eoevnon. The Punchser will purchase dbe Prefeired A 
Siares and die Conunon ‘^Sores. Earon will oMmdioPrefrmredB Shares. The sammaiy below indicaies the 
ee m o m ie iMetesQ before and after the Trigger IhKe. In each cae.ftct^le te<Se«esdKCarii Flow r^to of each 
sbarehokler class after the previous class shartholdef has received ibeir perceauge share of (be Cash Flow. 


EM»«me Interest (Pereeni of Cash Flow(*'CF0 


Stock Class 


Pre Trigger Date 




Pidhred A (Pttidiaser) 
Preferred (Enron) 
Comraoe Stock (Puichascr) 


O.lTfrofCF 

9.9HofCFAfterPrerA 
100.005 of CF After PrefAAB 


O.I%DfCT 

99.0SofCFAfterFrefA 
100.00% of CF After Pref AAB 


Before the Tnggtr Date, foe Purdia^ is ^epetied to receive ^p^xinateiy 90% of the Cash Flow via dm Common 
Stock and a snail petecBaage fixnn dM P r e ferr e d A After foe Trigger Date, dhe Enrcm Preferred B Shares receive 
apFomenafoly 99.0% of foe Cash Fbw ami after eftstribudoo to foe Prefer^ A and Preferred El, the CoRtromi 
receives the residml distribudon o f the Cash Flow. 



Xmo»N%trte 

Pe*crfl«Mliif 


»A(t) , 


TX 


Ltd 


iitt 


ThkdPmy 

SPV 


StsiidwdOdM 

Cflnuao 


PreftmdAdB 

afNiC«imnaa(2) 




CmeRtAfnie 

Bw|«Ltd. 

PPA(I) ^ 

L^wStaie, 

)>%»a 

Nifcm 



Cttk 
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T!M£ LIME 

(1) PPA is between Enron Niseria Power Holdmi Ltd and die La^ Siateof N^eria. Subsequently, the ri^ts 
to the PPA (barje acd^des only) are assigned to Enron Nj|ena Barge Holding Ltd. Whi^ in turn assigns 
the ri^ts to Enron >tigeris Barge Lid. 

(2) Enmt Nig^ins Barge Lei A&8 Preferred and Common Shares are bstsed to Enron Barge Holdup Ltd. 

(S) Preferred A Shares and Cmnmra are sold Irom Enroa >nge7b &rse Holding Lid. To a thin! party \i1io 
assumea true equiO' risk iavoivedwitfa the Enron Nigeria Barge Ltd. 

JL BABCC PROJECT ECONOMIC SCMMABV 

Cog Summary OJS SOQO> 


Power Barges 

$35,000 

Barge and Onriimo Cor 

15.800 

TottlH*C 

40,100 

MobSiamion 

I.0U 

Devek^ent Coses 

U500 

Woiktog capUal and Spares 

2.119 

Contaigency . 

IBI 

Total Costs 

$45,614 


Pfolectton of 90% of Net Cash Flow fUS SOTO^ 

Year2000 Year 2001 Year 2002 Year 2003 Total 

SP.nS SI3.3€2 $13,706 $3,410 $39,191 

The $45.6 milUon project costs are to be paid ^ Enron. Hie net cash How projected over the three year Phase I 
Eft is S44.I in)lH(».a»d<OO^ofdiedireeyetf cashflow is $39.7 millioo. 

Itis fte intention oTEnroo to porkte to Om Investor mosdtiy dbtribattons of net cash How, and to have an Enron 
af^aie provide to 7594 of seller fe wee d debc Hhi praised debt period b three years with an imermn tme of 
12% per year. 

{It ENRON OVERVIEW 

Merriil Lyndi*s rebdoaabip with Enron Corp. (the "Coropany* or ’^^tron'*) has developed si^iHcantly over die 
past year as Ctwea will geoersta more than miUioA In mvestmcM banki^ fees in IW. Tl^ RBowtog povits 
identify eoErent Issues ret^^ to dte Conqsany and signincaaii rc^ Enron transactioits ttk which Mecrill was 
involved. 

• Lead managed Azurix'a, Enron's bteinailoaB} water uiiKiy substchaiy^ E?0 (S?<H> raftnon) 

- AdvUed on subsequent $235 miUion acqubUkm of AMX Acqtta Mana^meM b«. 

- Currently worfcmg on several buy side advb^assli^iiients 

- C»-Iead for $500*750 million yield issuance (cunrtnity mi hold) 

• CoHRianaged a New bgieCmnmon Equity offering HarEenn Corp. ^315 otillioii) 
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• Cummiy wadd»j with ihe CFO to navt a S5OT millkm pnv^e equiy ft«id(LJM2) 

• Cuirently puchin; to become Eatoii's financial advisor far private equny in ib tclecofninunicaiions subsidiary* 
(Enron CommuJlicadWB) 

• The Company b actively exploring power oppommirier in eontmenuj Europe 

Ctamwiy Overview 

Enron is a globai dii^ersified energy company. Enron is (he largest buyer and seller of namral gas and elecxricliy in 
the woHd and owns J2,000 miles of naoiral gas pipeUaes in the U5. The Company also is one of the largest 
independent developers, opemors and piothicen of Hectnciiy woridwide. with fwiUties to Europe, Asia, dte 
Ameilcas end die l^lHc Kim. Once completed, &e Comfy's loBg-hm) Sbo' <^e netwoik will be die Erst 
inmn^ hotocol bacltbone In die U.S. Adi^miaUy» dtreu^ hs wa^ cemp^y. Eimri evms and^cr 

operams water ayaerr» in the US., Cui^ Mexico and Argratina. As of Juiut 3D, 1999. Eruoss's total 

assets were $34 biitico and tU equhy raaHcef c^haitsuion was approxunately $32 btliimi. For die year ended 
December 31, I99S, Enron genenied revenue of $3 1 J btlHoi^ up 52% over the year ended December 3t, 1997. 
The Company has grown its tevemie and opeiaiing profit at an anmialized rate of 50% and 30% over the period 
from 1995 (O 1991, res^peaively, and has been named the most iruMvative company in the world by FcKbcs for the 
paafotu-yean. 

Enron to organizeil as a holdiag eom p i aty wttl) four eaergy-mltied opeminf subsidiaries ^^sron Nonti Aniuiai. 
Enron Gas Pipelines. Enron Energy Services and Ponluid Gener^ • teleeomnunicatiorui subsidivy (Eniroa 
Communsailmts) and na batefnaitonal water conpoDy (Azurto). Emon's regnbted business Includes two opcRtioos 
> natural gas pipelines, comprtoed of Enron Gas Pipelines, which owns and operates all of Enron's federally 
regulmed interstate nnural gas j^pellnes. amd Portland General (Enron recently announce the sale of Portland 
General wh^ should close is ^ nmtt ytarX «i electric distribmtrm. naasmtoriOB and generation compmsy 
the 0^»k snrkci. en^y urvteea, eosnpriud of £n^ rionb Acaertoa, to cuirtraly Enron's torgesa 

feusiitess iS ree^ured by opemvig profit, wd provkics conunodtiy silo (naitnl gu. clrcaricity, and other ene^ 
commodides) and services (asset nmuygeaient, rblc managcmeni) u> large todustrtai. commercial and vtiliQr 
enstomen in the US. and mtefnatlonaJIy. Enrm's newest energy bustoesr to its retail energy scrvlees business, 
cattspiised of Ectfoa Esergy Services, which provi^ total energy outsouretag soluttons to major cotporationi in ilie 
U.S. These solutions include tofimirocniro mroagement packaged with new equipment inst^laiioa and emnmodity 
pm<iti!xs cm behalf of die la^ eexpome c^a^ners. 

Enron’s two newest burinesses. Enron Conununicacicms and Azurix, aro positioned to take advantage of postofve 
business fondamentah outsideof Eoroa’senergy operations. Enron Comrounicaiiom to corutrucring an over 10.000 
mile nationwide ioag bawl fiber optic networic that will oHer broadband applieatton services over an liueinet 
Protocol nerwork. Additionally. Ennn Communications is pursuing an c^portuniiy to create a market for the 
trading of baitdw'r^ ca^wciQ^ on IHior systems. Azurix to an SS50 mitlion (wbiiciy iraded intemation^ water 
cootpany (TCRi by Etam) w^eh plmu to take adwtage die stg^fkant cppofTunitks ds» mdiMt to* 

priyiWi sector p^ttcqndkto in tbe global water industry, toctudling aequlrtog extonng water and wastewater i^stoms 
via privatizations, providing water sid wastewater relied services to municipal and industrial water markets and 
developing and manaiing water resourceaL 
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ManagsiTMint Unit 
Group: 

Proloct Start ! FInisli: 


APPROPRIATION REQUEST COVER PAGE 

(S in Ttiousanda) 

CICQ Projact Kama: Enron Nigerian Barge 

E(Mty 

IBK Financial CtHnmnment; $ T MiHicn 

Needs to Oosa by 12/31/9$ - 
T^eou^ by 6/30^ 


EXECUTIVE SUMMARY 


Entity; 

FtciBqr: 

lUgucst 

Expected Ratlnp 

<Meo4y*s^P>: 

Matari^: 

Use of P roceeds; 

Timiac: 

IfidepcodeBt Aaditors: 
Coia^my Coottct: 
UBdenrriler Coaaxi: 
Fmr 


Special Ptirpcse Vdhicle 
57.0 MiU]oaE({uity 
57.0 MilKoD 
B-.BS 
Less UiiB six 

To pwdiase common and p r e ferre d equity fa a Wigtriaa 
Barge Co^ indircoly owned by Earoa Ctsp. 

Clow( by end 1 999. 

NA 

Vfflcets & EUnckS 
NA 

Proposed S350A00 |>tui iSKpersaatuneraSatlOJH 
retura |)ef anniDRL 


MOL Research Coverage: Leo J. Kebcr 


Jeff McMahon, EVF and Treasdier Of Eartm Cofp. has asked ML to purchase 57MM of cqoi^ Ia a 
special po^se vehicle tbed wiil allow Eiem Co*j>. to bode d* emtings. Estoa mat close 

tmm^tioa by i2/%l/99. &3rtsi » viaiMng Ah bansacdon as a l^ge » pefiawent equity and Aey ha-^ 
assured tis that we wiii be taken out of our jn'rastment wt&m six mc^tluL The investment w^ttid have s 
maximum 22.S14 reluro. 


Enion will have 3 barge raoiuited power plans in service by Febniaiy 2000 in Nigeria. The fint 3 years 
of cash flow is projected to bciS3$ fnillkm Bom tbo Nigerian govemmcnl. Enrcsi wants u> sell the first 3 
years of ca^ flow forS28MM. They fxopose to do this by having ML establish a U.S. q)ecia] purpose 
eotiiy (the SPE"X ovmed t^Mer^l Lynch. The SPB will bec^Hallzed by our $7MM isvestmrat and a 
S2IMM «m-roramse teas &t»a Eitrtm Carp will then son-vo^g common stock In the 

Enron subsidiary Aat owns the b^». wii! lave a total mvcstnmnt of $46 MM in the project. 

Enron is in active ftegoditioos with several e^iQr mvestors, Inciudktg Mantbcni. However, Aty ore not 
able lo close the trteisaGtioo witfi a {ong-tenn holder by year^end. Eoion will rKilltate our exit fh>m the 
tronsactioa with third party inrestois. Dan Bayly will lave a conference cail with senior management of 
Enron cosfirmiDg this commitment to guaranty the ML takeout within six months. 

Earoo has strongly requested ML to enter into this iraiisactton. Enron has paid ML approximately 540 
millioc in fees in 199$ and is etqMCted to do so again in 2000. 


MS 24593 



2609 




APPROPRIATION REQUEST APPROVALS 

ManagomentUnit: CICG Pfoia«tNain«: Enron Nigerian Ba^e 

Financial Conrn^tment: TTfr^ton 

SPONSOR: 

RobFufsl 

Mgirt. Unit Contrtfter. 

Mgml Unit Head: 

G^p Finanw Director. 


Group EW: 

Other Rev lews 

Debt Marttfits Capital 
Comirultee; 

Peer Project Fleview: 

Date Apf^ved: 
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Appendu 


L PROPOSED CORPORATE STRtJCTimE 
Tmisacrwm SmicMre 

Fuithasc E^tyCeccnbuium S 7.00 Million 

4^quud^:H»Uu(fromEnzcHito5PV} 2K00 ^ittHian 

TottI Purchitfe Pjice S28.00 MtlHan 

B«is: 25 % tntenal Rai» of Retum on invesitO for PijarchMw. 

Aec^lsitionLoaaTemis: 12 % Interest R^. 2 A MontfiTcno. Amotthation to be A|reed 
Leas seoircd by tnmest m il» Pit^ea Only 


Tbett will be three classes of stock two pre&rretf uKlone coimioii. Ute Pqfchascr will purchese the P refe rre d A 
Shares and the Conomon ^^bares. Enron will own the Preferred B Shares. Tbe sumnaiy below indicates (be 
economie interests before and after the Trigger In each case, the able indiesteat the Ca^ Fiowri^ts of each 

sl»reboldef clan alter the pfevxcus chos shareholder has received i^percea^ps share ^the C^fa Flow. 

Ecoaomie forest {Perceni of Cteh Ftew (“CF') 


Stock Class 


Prefened A (Turchaser) 
Preferred B, ^nn») 
Common Stock (Puiehasor) 


O.I%ofCF 

9 . 9 %ofCFAftcrPterA 
100.005 of CF After Prof AAB 


O.lHofCF 

99XWofCF After PrtjfA 
lOO.OOH of CF After Pref A&B 


Before the Trigger Date, die Purchaser is expected to receive appoxunately 90H of the Cash Flow via the Common 
Stock and a small percentage ftmn the Prefemd A, After titc Trig^ D^, the Preferred S Shares receive 

^pmxk&ately 99.0% ^ the Cash Flow »ici after dtorSnittoo to die Prefcn»d A ami Prtftrted B, &e 
receives ths resi^iBl t&t^nidQB of fte Ca^ Flow. 



StwdwdD&M 

Coneran 


PtcftmdAaB 

•)dCMRBwm(2} 


CSC 


£itreR>^^« ^ 

BifteUd 

?PA<t> . 


WscrU 


■J'- > 

* 

Hittrv 
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TIME UNE 

( 1 ) PPA is beT>«een Enron Nigeria Power Hokting Ltd and ihe Lagos Saie of Nigeria. Subsequenily. the righrs 
10 the PPA (barge activities only) art assigned to Enron Nigeria Barge Holding Ltd. Which in turn assigns 
the to Enron Nigeria Barge Ltd. 

(2) Enron Nigerian Barge Ltd. AA:B Preferred and Common Sharu are issued to Enron Barge Holding U1 

(3) Preferred A Shares and Conunon nre sold fton Enroo Higeria Barge HoMing Ud. To a third party who 
assumes true equl^ risk involved with the Enrra Nigeria Barge Lid. 

n. BARGE PROJECT ECONOMIC SUMMARY 

Cost Summary (US SOOO) 


Power Ba^es 

$25,000 

Barge Upgrades and Onsboie Cost 

15.800 

Total EPC 

40300 

Mobtliatioa 

1,014 

Deveiopmeat (^uts 

1300 

Working capital and Spares 

2.119 

Comingency . 

181 

Total Costs 

$45,614 


Prcjection of WA of Net C*sb Flow (US $000) 

Year 2000 Year 2001 Year 2002 Year 2003 Total 

S0.123 Sl3Jd2 $13.70d ».4l0 $39,6PI 

The $45.6 million project costs are to be paid by Enron. The net easH Row projected over die three year Phase I 
project life is $44.1 and dOOH of the duee year cash flow is $39.7 millima. 

It is the intention of Enron to {provide to the Investor monthly disoibudoos Of net eadt flow, and to have an Enron 
atniiaie provide up to 75% of seller fmanced debt The (vopoxd debt period Is three years with an interest rate of 
I2%pcrytar. 

IIL ENRON OVERVIEW 

Merrill Lyndi*s retationskip with Enron Corp. (the ^‘Compaiiy” v “Earcn'*} has developed slgniScantly over the 
past year as Enron will geoerate more dian $40 millioii u iavestmetn bvnkii^ in 1999. The following points 
identify cuneat issues related to tb: Company and sig&ificant rsceat Earen tnnsactioes in which Meiril] was 
involved 

* Lead managed Azurix's, Eatmi’s iaiefnattODSl water utili^ subsidiary. IPO ($700 million) 

- Advised on subsequent $235 million acquisidon of MOC Acqua Management litc. 

Currently working on seven) buy side advisory assignmenu ' 

- CO'leod for $500-750 roitlion high yield Issuance (currently on bold) 

• Co-managed a New Issue Cormnoa Equity offering for Enron Coirp. ($865 m illion) 
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• CuiTctitiy woricijig with the CFO ic rabe a S5O0 m rllion private equiy ftjpd (LJM2) 

» Cuiratiy pitdiing to become Enron's foianciai advisor for privaie equiiy in its telecommunications subsidiary 
(Enron Commuctcadcns) 

• The Cmnpany is actively exploring power opportunities in contioenul Europe 
Comtany Overview 

Emcm 1$ a ^obal diversified energy company. Even is the largest buyer and sciler of oituni gas and eleoricuy in 
die worid and owns 32»0I)0 miles of oatural gas pipelines m die U.S. The Ctxnpany also is one of the largest 
independent developers, opemois and producers of electrici^ worldtridt, with f^iihio in Europe, Asia* the 
Americas and the Pacific Rim. Once completed, the Company'! long-haul fiber optk netwoik will be the first 
Internet Protocol btdebone in the U.S. Addrtionatly. thioa^ its ioiemitioAal water company, Enron owns and/or 
operates waiei systems in the U.S.. &appe, Canada. Mexico and Argenciiia. As of June 30. 1099. Enron’s total 
assfCs were S34 and its ec^iry market capitalization was ^pnutbnBteiy £32 blUion. For Out year aided 

December 31, \99l. Enton geaeiied revenue of 531 J billtoo, up S2% over the year ended December 31, 1997. 
The Company has grown its revcDoc and operating profit at an annualized rate of 50% and 30% over the period 
from 1995 to 1995, reipecuVely, and haj beim named the most iimovanvc company in the world by Forbes for the 
past four years. 

Ennm is orgiaized as a hiding computy witii four enagy-related operaiiitg subsidiaries ^imo North Ametica, 
Enrcm Ges Felines. Ettoa Energy Services and Portland GenaH) a telecomiBUoicanons subsidiary (Eim 
CMnimtnicaiions) end as inttmadODa) water company (Azunx). Enron’s regulated business includes two operadoos 
> natural gas pipelinest comprised of Enron Cas Pipefiacs, whieh owns and operates all of Enroa's federal^ 
regulated intentate otfunl gu pipeUnes. and Porttand Oenetal (Enron recently announce the sale of Pottland 
General whieb should close in the tiext ^rar), an electric distributitm, transmissicMi and generation emupany servmg 
the Ovgoa niaricei Wholesale eneigy services, emuprised of Enrou North America, k cur ne a tly Even’s largest 
business as measured by operatiog and provides commodity uia (natural gas, clecmciQr. and odi«r energy 
commodhtes) and services (asset management, risk management} to laige iadasn^ eocoeteici^ and uwUty 
customers in the U.S. and intcmaticcully. Enroo's newest energy busineu b its retail eoe^ services burincm, 
comprised of Enron Energy Services, which providm tool energy outsouremg soluo'ons to major cotpoxaiions in Ae 
U.S. Tliese s^rions inefode bifrasmtezure managenient packaged with new etprijunenC instaUadui and commodity 
purchases on behaifof tte lar^ corporate customers. 

Enron's two new^ busniesses, Enroo ComraunicalioAS and Azurix, arc posittoned to iricc advantage of potiifve 
business firndamenaasoauidc of Enron’s energy operations. Enron Commuaicttions b constructing an over 10.000 
mile nationwide long Haiti fiber epde nawork that will offer broadband af^licatioo services over as Intcmei 
F^vtocol network. Ad^^honally, Earon Communications b ptinuing an oppommity to create a nackec for the 
trading of baadwidth cavity on ffoer synems. Azww is an $850 roUKoh publicly traded bmmatioaal water 
azrapany (70% cooiroUed by Enron) which plans to take advantage of the significant opportunities that tsrist for 
private sector parocipattoo in foe global water iodusby, inelndfag acquiring existing wmer ai^ wastewater systems 
via privatizations, ^oviding water and wastewater related services to municipal and inAutria) water markets and 
devalopTog and maaagsng water nssoorees. 
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C'ii 


Management Unit: 

Croup: V 

Project Start / Finish: 


APFROPRJATJON REQUEST COVER PAGE 

^inT>)ous»nds) 

CtCG Project Name: Emun Nig^sn Sarge 

Equify 

{BK flRWcial Commitment: STMiHicn 

Needs to Ctosa oy 12/31/SS - 
Takeout sy S/3C^Q 


JOCECUnVE SUMMARY 
En^y: 

faCiUly: 

JUqaat 

Expected SUciass 
(MoodyVS&P): 

Matarity: 

Vie of Pntcetds: 

Tioinj: 

Independent Audicora: 
Campaar Caaaie!: 
i’aderwriter Cooaie]: 

Pees; 


Specfai Patpowt Vehicle 
57.1? MjiKca Sqaiiy 
ST.O MtUtoa 
3-, 33 

taaa six siorAs 

To purchase eomsaoa and prefencd c^ity Ic a Nigcnaa 
2arse Co^ tndirscUy owadd by £2100 Oc^. 

C^osatSbyyearcnd 1955. 

SA 


Vmcsci 4 Elkins 


NA 


?ToviO sed g50 , 00(l5 lus 15% peraaaun or a fb: 2ZJ% 
per aRRuni. 


ML Research Ceverajet Leo J. Xeiser 

Jeff McMahon. EVp and Treasurer of Enron Cor?, has asked ML to purchase S7MM of equity ia a 
spectai purpose vehicle that wit! allow Enron Corp. to book SI2h'£M of earnings. Enron must close this 
cansactionby 12/31/99. Enron is viewicg this transaction as a ortdge to pennancntequi^ and they have 
assured us th« we will he taken out of our investment within six months. The investmeoi would a 

maximum 2ZJ5% rctunj. 


Enron will have 3 barge mounted power plants in service by February 2000 in >ng(»ia. The first 3 years 
of cash ftow IS t»x>jected to bc5J9 million dem the N'igcriaa gen^mmeu: Haron wans to sell dw fsrsz 3 
years of cash flow S28MNt They propose to do this by having ML establish a U.S. special purpose 
cadt:/ (the SFE"), owned by Mcrriil Lynch. The S?S wiil be caphaliccd by our S7MM invesanent anc 1 
S21MM non*recounie loan from Enron Corp which wtU then purchase aon>vobng caismon stock in the 
Enron subsi<£ary lhal owns the bar^s. Enroo wiU have a total inviKitment of 546 MM in the project. 
Enron is in aedve nestMiazions with several equity invesrcuSt including Marubeni. However, they an not 
aolc to close the transaction with a loos<’ter{a holder by year-end. Enron will .*^ilitace our exit from the 
traASaction with third pany investors. Dan Bayty will have a conference call with senior management of 
Enron coRftrmtne this commitment to guaranty the ML takeout widiin sue moadis. 

V ^ 

Enron has strongly requested ML to enter into this trmsacaon. Enron has paid ML approximately S<»0 
million in fees in 1999 and is expeemd to do so again in 2000. 
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Appendix 

L PROPOSED COKPORATZ STRUCTURE 
Tramaction Stracnire 

FtK^rase Equii^ CooiribusfoB S^OOMBlkm 

Af«|Vf5it»?n Lota (from Esroa te S?V) Miittott 

Total Purchase Prfca S2J.00 ^nilion 

Bauis; 25% laiemal Ra» of JUnira on iavestcti equhy frjr Pwchaser. 

Acquisition Loan Tanas: 12% fcttrtst Hats, *4 Month Twm, AJaomancn to bo Agtesd 
Loan tecsftd by Purchaser’s irtcresi m the Pnsjces Only 


Sfearoheldej^ Stnicajrg 

There will be tftxee classes afixock rwo prei^red aai oca sonuson. Tia Psrchaser wiB purdbese the ?n!xbrrea A 
Sham md the Common “Shares, ecroa will ovva the Preferred B Shares, the suBStvy below istScates the 
economic ioteresrs benre and afrer the Tnsger D«s. In each case, the cable kuSeams w Cash Hew rishts of each 
shareooider clus after the previous class share.holds; has rcccivt^ tteir^ is c M tase shvs af the Cosh Flow. 

Scosooie Iniereit (Pttreent of Cash How (“CFT 


SWSitgiTS? 


Preferred A (PuieaaJB) 3.;%(jfCF 0.1% of CP 

PrefcjiBl a. (Enron) 9J% ofC? ASorPrefA 99.0%ofCFAiUr?refA 

Coramon Srock (Purciascr) 100.M5 ofCF ASerPrefAAB 100.00% of CP Afar PrefA&S 
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TIME UN'S 

Cl ) PPA i* betweea Enron Nigeri* Ptrwtr Ho!^{ Lid and the L»sos Sure of Niseria. Sv^se>suem}y. die n^ts 
to the PPA (barse asxtvmes ooiy) are assigned to Esnss Nigsna 3ar^ Heldlsg Ud. Which is cum wipa 
the righcs to £nn» IJiseria Bar^e Ltd. 

<2) Eairo Kigman Barge lid. A AS Prtfesrei and Ccmmoa Shares are iswcd to Earon Baige Koldiag ltd. 

(3)^ Preferred A Shares and Common are sold Earon Ntgtra Barge Hslding Ltd. To a durdpar^ who 

?t?<umgs true equ^y ritit invoWsd wnh the Eoron Nigeria Barge L^ 

ft BARGE PROJECT ECONO.MIC summary 


Cog Summary fUS S000> 


Po««rBaq;es 

S2S.OOO 

Barge Ua^^es and Onshore Cost 

IS.lOO 

Total EPC 

40.100 

Mobiltavion 

1.014 

Development Costs 

uoo 

V/orhins caphal and Spares 

2.U9 

Contioswey ■ 

13! 

Total Cos3 

545.614 


Projection of SOY, of Net CaA Flow CCS SD001 


Year 2000 Y«ar2C0l Year 2002 Year 2005 Totai 

S9.I23 S13.362 Sl3.70o S3.410 S3M91 

The S*5,S mtUion project costs are to be paid by Ssron. The aet cash flow ejected over the three year Phase I 
project life is S-U. J miiHon. and d90Y# of dw ihrct year cash flow is 539.7 ntiUioa. 

?r is rfee intenHoA of EartKi to provide to ie Investor raonifcly disa^ucioot of tuat cash flow, and to have 3 m Saron 
a^liaie provide up » 73% of sciler fjnancoa debt The propoted dr4« period U three yeant with an iaierest rate 0 / 
i2V* per year. 


IlL ENRON OVERVIEW 

MerKU Lynch's reladwtship widi Enroa Corp. (the -Cerapany*' or “Eanm**) baa developed sl^oflcanzly over the 
year as Enron will generate mors than 5^0 million m mvsszncr.t banidag fees in IS99. The foUowias points 
icenti^ current issues related to tr.e Cansany and signincam rscsst Saroa traasamoos m which M^tl was 
involved. 

* Lead managed AiuHx’s, Enron's loiemaiiotul water miUiy subsidiary. IPO (5700 maiiofl) 

- Advised on subsequeas C35 aiUton aequuidon «f aMX Aequa Manegeaeat lac. 

- Curreodywockiag on several buy side advisory a3Sig^e.nts 

- Co-lead for S300-750 majioo fugh yield issuance (cmsarly on hoJ<0 

• Co^managed a New Issue Coming Equity otfermg fot Enron Corp. (S853 miOlon) 
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• CufrendyvmdcsBSwiili Use CFO TO rxisetSiOO million pnvaxtet^riyfuDdCUVC) 

• CitfTcxoiy pitehinj; X9 become Earon’* fmandai tdvisor for privaie «qujQ» in ks telecomzaonieadions subsiiSiar:y 
{Een»n Coamuntcadoos)- 

• The Company is actively eatptorins power opponuaUics in conu'acfiai Europe 
Company Overview 

Satan is a ^ba) diversified enersy esauany. Enron is d» lu^C buyer and seller of sacaal ^as aad elecsncity in 
tit world and owns 32.000 miles of nasjal S3S pipsiinm la she Tae Comsasy also is one cf tte Uteres: 
mdepodem dcvelMers. operaiors aid prodacen of slecsicity worldwit^ &ci]mes ai Eurocc. Aiia. Lhe 
Americas and die PaciSe Rim. Once sampicisd. die Company’s loi^-^baut fib«' optic nesworic will be die fust 
lA»me: Promcal beKkoons In die U .\d£kioaaily. dtrou|h at intenarional water tympany. &imn owns and/or 
operana water systans in ttse V.S^ Europe. Canada. Mtocico and Ars^t^ As of June 30. 199P, Enron's lotai 
assea were S34 bSlioc and Its equity Tsxka cositaiissnon was appraximaxsiy S32 billon. For the year ended 
December 31. 1998, Earon ienerou;d revenue of 531.3 billioa. up 52% over she year eacei December 5*.. 199?. 
The Company has $rowa Its revenue and operodR* p.'ofxt « an annualized race of 50% and 30 % over the pence 
5rom 1995 to 199S, rsspecnvely. and hw bees namen ms most itincrvadve caenpaay in die world by Forbes for the 
pas: four years. 

Snrea is organized as a hotdisj compu^ with ibar nersytelsted e yy ,-»ti!iv jubsidiaries (Earon North Amerte^ 
Enrts C*a$ pipeJiacs. Enrsr. Enersy Scvices and Portland General) a alftcoisEnuracatssns JiU»id;ary CEnren 
Communtetmens) ai^ an msmsmenai water ssmrany {AhurixX Hnren’s r^iared Muincss icciuces >vo o'periricns 
- natarai -as pipelines, eos^utsed of oorsn Cos Pipelines, waich owns a«d optrutes all of Esron's fcscraily 
r^ulmed iniersace naiural jas pjpeiatrs. and Portland Cenasi (Siren fscsndy aainouncs ate sale of Portiand 
Cenerat whjca ihouid ulcse ;« the nts: year). » rlscatz discibanor., uzcsmissica and jer.sraiica: company icr/bj 
Ae Cre-on market. Wholesale energy services, comprised of Earon North .\mcric3, is csrrsmiy Soron's Ursess 
busicees as measured by operotins protlt anc provides eomraediry sales Cnaeorai sas, slec^rrisy, and other eaersy 
cummeditiesj and seri/ices (asset maasjexsr.:. rak xanavemea:) tc larae inctsstnsl. commercial and utiUty 
cjstOTsers in the VS. sai internafictaily. Esron's aswen energy business »s as retail energy services business, 
caraprised of Hnrcr. Energy Services, which provides total energy cutsc«ctBg solutions :o major csrponucr.s in the 
U.S. These setunons iacSede mirascrccr-jre .■air.agement paekaged wi* new ecaipinen; mstaaaaon and commodity 
pvuchases oo be.ha}f of the large esrporats customs. 

Enron's rwo newest busioesses. Eiron Commualexions and .\rjrix. are pcsiticned to sake advantage of positive 
business funcamentaJs outside of Snrcc’i snergy operotioiis. Esron Cocjcsonicsriom is construedng an over lO.OCO 
mile nationwide long haul fiber optie network that wifi offer broaeband appUcatieo jervices ov« » Inotroet 
Prcrocoi net^-oric. AdciUonally, Enron Cnntmunieaheas is pursuing an oppoitunity to create a market for due 
umdws of bandwichh eapaci^ on fiber ^sterns. Ararix »* a» 5150 millioft pifiilidy Bnded inttstiationsJ water 
esmpany i70^i coft!roH«J by Enron) wojca plans to rake acvaniage of ihs siiphfic^ oeporouthies that e»tst fer 
private sector partieipx^n In the global water mdusTy. uiciuding acquinns existing water and wastewater syxtnxa 
via privartratioRS, providin* water and wastewater related services to municipal and induss-iaj water markets and 
developing sod amaagms water resources. 
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^anasdinftnt Unit: 

Sroup: ^ 

»roject Start / FInfah : 


APPROPRiAtlON REQUEST COVER PAGE 

($ in Thousands) 

CICG Project Name: Enron Nigerian Barge 

Equify 

Financial Commitment S7iuUffion 

Needs to Close by 12^1/99 • 

Takeout by 6/30/00 


EXECtmVE SUMMARY 
Entity: 

Facimy; 

Request 

Expected Ratings 
(Moody's/S&P): 

Matortty: 

Use ef Proceeds: 

Ttaingt 

Independent Auditcors: 
Company Counsel: 
Undermiter Counsel: 

Feet: 

MUResearcIi Coverage: 


Special Ptapose Vdiicle 
S7.0 Minioa Esptity 
ST.OMiJKoa 
B-.S3 

Less than abt months 

To purdiase coRiDOtKt and ^ferred etptUy in a Niserian 
Barge Co^ suSrectly earned by Esroa Corp* 

Closing by year end 1999. 

NA 

Vincent & Elkins 
NA 

Proposed 5250,000 plus 1 5% per anman a* a flat 22.5% • 
renintperaumro. 

Leo J. Kelser 


Jeff McMahon, EVP and Treas^u^rof Etiroa Corp. has asked ML- K> punchase S7MM of equity in a 
fecial puxposc vehicle that will allow Enron Corp. to book Si2MM of earnings. Enron must close this 
transaction 12/31/99. Enron is viewing this transaction as a bridge to permanent equity and they have 
assured us that we will be hiken out of our mvt^tment within sue months. The investment would have a 
maxtmuni 22^5% return. 


Enron will have 3 barge mounted power plants in arvice by February 2000 in Nigeria- The first 3 years 
of cash flow is projected to be$39 million from the Nigerian govemment Enron wants to sell the Erst 3 
years of cash flow for S28MM. They propose to do this by having ML establl^ a U.S. fecial purpose 
entity (the SPE"X owned by Merrill Lynch. The SPE will be caphaltzed by om* S7MM invesonctu and a 
S21MM noihrecoune loan from Enron Corp which will Gien puitdtase non-vodng coromoa stock fn the 
Enron subsidiary that ©was the barges, Enron will have a total investment of $46 MM in tihe project 
Enron Is in acrive negotiations widi several equity mw»tor^ including Marubeni. However, thiy am not 
able to close the tratts«:rion wid) a long>term holder by year-end. Enron will :t3ciEtate our exit from the 
nansactioi) widi djird party investors. Dan Bayly will have a conference call wzh itonior inanagemcnt of 
Enron confirmiog this commitment k> guasanQr the ML takeout widtin six months. 

Enron has strongly requested ML to enter iaio dus transaction. Enron has paid ML approximately S40 
million in fees in 1999 and is expected to do so again in 2000. 
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Appendix 


L PROPOSED CORPORATE StRCCTORE 

TraitsaCTion Smzcnge 

Purchase Equity Contribution $ 7.00 Mfllion 

Acquisitioa Loan (from Enron to SPV) ?t.00 

Total Purdiase Price S2S.OO MlUioo 

Baris: 2SH Internal Kate of lUtnm on Invested equity Purchaser. 

Ao^irion Loan Terms: 12% lomrtsx pate, 24 Mta^ Teniv Am<xtizarion so tve Agreed 
Loan secured by Puj^aser 's inteKst » the Barge Project Only 


Sharehoirfef Struetore 


There wiU be three classes of si^k two prefeir«i and one comraoa; The Purchaser wQi purchase the Preferred A 
Shares and die Cwuaoa "Sham. Earon will own die Pi^ermi B Shares. The sutnmary below iiulicaces the 
ccoiKimic hsterens and after tbc Trigger l^e. In each case, the table indicates ^ Cash Flow of each 
shareholder class after the prtvwns class shareholder has melved diev percoiuif e share of die Cash Flow. 


Economic Inters (Perce w of Cash Flow (“CF*0 


Stock Class 


Preferred A (Purchaser) 
Preferred ^ (&iron) 
ConusoQ Stock (Purchaser) 


0-1% of CF 

9.9%0fCF-AfierRefA 
100.005 of CF After Pref A&B 


O.lHofCF 

99.0% of CF Alter PrefA 
iOO.00% of CF Afar Pret A&B 


Bqfwe the Trigser Dale, the Purchaser is cxjwcttd to rweivc approxhnately 90% of the Ca^ Flow via die Common 
Stodk and a small percentage ftoro die i^reftsTcd A. After the Irisger Dase, die Enron Vtefe m d B Shares receive 
approximatefy 99.0% of the Cash Flow and after distribution to the ^feej^ A and Prefetred B, the Common 




MS 24604 







2620 


i«C 23 -39 BS‘25 FR MERRIU. uiM-t 


£X£ >W3 =013 lU 3&3o<-3o« 


TIMElD® 

(1) PPA ij between Enron Niseria Power Hoiiling Ltd and the Lagos State of Nigeria. Sabsequeatly. the tights 
to the PPa (batge activities miy) are assigned to Enron Nigeria Sarge Holding Ltd. Which in tuni assigns 
the rights to Enroa Nigeru Barge Ltd- 

(2) Enron Higesiaa Barge Ud. A&B PreCoted and Common Shares are issued to Enron Barge Holding Ltd. 

P)'' Prefeired A Sh^ and Common are sold from Enron Nigeria Barge Holding Lid. To a lhad party who 

assumes true equity rah involved with the Enron Nigeria Barge Ltd. 

ll BARGE PROJECT ECONOMIC STIMMaBY 

Cost Suminatv fUS SHOW 

Power Barges $25,000 


B^e Vpffades O&shors Cost 

15400 

Total EPC 

40400 

Mobilization 

1.014 

Develc^pmeet Costs 

1,500 

Woild&g epical aod Spares 

2,119 

Contingency . 

ist 

Total Costs 

S45.614 


ProiecBon of 90% of Net Cash Flew (US SOOQ) 

, Year 2006 Year 2001 Year 2002 Year 2003 Total 

S9.123 513,362 $13,706 $3,410 $39,691 


The $43.6 ffliUion project costs are to be paid by Enron. The net cash flow projected over the three year Phase I 
project life is $44.1 minion, and d90h$oftheduee year cash flow is $39.7 million. 

It is the intention of Enron to provide to the favesior mondity distributions of net cash flow, and to have an Enron 
afBliate provide up to 7354 of seller financed debt. The proposed debt period is three yeaiswith an interest rate of 
1254 per year. 

DL ENRON OVERVIEW 

Merrill Lynch's roladonship with Emon Corp. "Company" or “Enron”) has developed signiBcantly over the 
past year as Enron will geneiate more than $40 milHon in investment latnki^ fees in 1999. The frsUowing pomis 
idenh^ current issues related to the Company and signiiicam recent Enron iransactioin in which Merrill was 
involved. 

• Lead managed AdurDc’s, Enron’s international water utiHiy subsidiary, IPO <$700 million) 

~ Advised on subsequent $235 millton scqutsrlion of AMX Aequa Management Ine. 

- Cuirendywetking OB several buy side advisotyassiguments 

- Co-lead for $500-750 tnUHon high yield issuance (currently on hold) 

• Co-managed a New Issue Common Equity offering for Enron Corp. ($865 million) 
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• CarrcACiy woridi^ with ihe CFO to raise a SiOO milllos private equity fund (LJM2> 

• Cazrently piR^bin^ vs become Enroa's noancial advisor for private equity m its teJecommuakations subsidiary 
(HnroB Communicatioiis> 

• Tbe Company is acavdy explotbig power oppoitunities in cratincRta) Eorc^c 
Company Overvjgw 

Enron is a global dtvmiiUd ene^ rampany. Enron ts the iarsest buyer ai^ seller of naiural gas and etectriei^ in 
the world and owns 32,000 miles of samral 28 S pipelines m the The Conwazty also is one of die ^est 
independent dcvelc^^ operamrs and prodocera of electrieiQr worldwide, with lacitioes in Europe, Asia, die 
Americas and die l^dfie Rim. .Occe completed, the Company’s iosg-haui fiber t^dc OMwork will be die first 
Intera^ Fromcol backbone In the U.S. Additioiu^y, dirough its intenmi<u>at CMupany, Enron owns and^ 
opsnoes water systems in the U.S., Europe, Cao»^ Mexteo and Argendha. As of ione 30, 1^9. Enron’s total 
assets were S34 bUiioi] amd Hs equity lo^et capitalizalioB was ai^eximately S32 bilHon. Feu' die year ended 
December 31, 1998, Enron genert^ revenue of S31.3 billioa, up 52% over the year en^ Decnnber 31, 1997. 
The Company has grown Hs revenue and operating profit at an aanuaihnd rate of 50% and 30H over the peiiod 
from 1995 to 1998, respective^, and bas been named the mon innovafive company in the world by Forbes kr the 
past ibar years. 

Enron h organized iu a holding conpsny with fwt eneigy-reUted operatiag subsklumes (Eoros Moidi Ameriee, 
Stiran Gas Pipelines. Enron Energy Sendee and Poniand CeseraO a telecotnmvmications ndisidisiy (Enron 
Conmunications) and an mtemKtonal water company (AzerixX Enron’s regulated business kteiudes twq operatzons 

• natutal gas pipelmes. comprised of Eariw Oas Kpclines, which owns and tolerates all of Enron’s federally 
reflated intersiaze nazural gas p^riJnes. and Poniand General (Esroo rocsnity announce the sale of Portlat^ 
G<»ieral which shoukl close in die next year), an electric dunributitei. transmission and genemtos c(»npaay servmg 
the Oregon market. \^^]es3ie eneigy services, comprised of Earmi Nonh America, is currently Eiuxin’s largest 
business as measured by <^KrBtuig profit, md provides commodity sales (naroral gas. electricity, and other energy 
commodities) and sendees (assa mfiiagemoDi, risk m^gemeot) to large induszrul, commercial and imility 
customers in die U.S. and Ritetnazloaally. Enron’s newest roergy Inisine^ is hs read] ener^ services busineffi, 
c^pnsed of Enroo Energy Skrvkes, which proviiks total energy outsourcieg solurioos to major cotporations in 
U.S. These sobtrions include mfiastiucture managenaenc patde^ed with new equtpmant irtsmllarioa and commodity 
purchases on behalf of die large corporate eusiomets. 

Enron’s two newest busmesses, Enron Communicatimis and Arorix, ve positionAj ut take uivaatage of positive 
business fundamentals outeide of Emoo’s energy operariom^ Enitni Communications is constructing an over 10,000 
mile nationwide long haul fibtf optic neiwork tfus will offer broadband applicsuion services ov^ an Imamec 
Protocol netwodc. Addhiosally, Earott Coi&mualcttkms is pursuing an opp^ninity to create a market for the 
iradiDg of bandwidth capaci^ on fiber systems. Azurix is an S850 milllOT pobikiy traded international water 
comity (70% eontroUed by Eoroo) which plans to take advance of the s^^ffcant opportunities thar exist for 
private sector pariiciparion in the global water mthisiry, ineluding acquiring existing wat«^ and wastewater systems 
via i^ivaitzarions, ivoyiding water and wastewater relied services to municipal »tl Industrial water markets and 
developing and managing water resources. 


MS 24606 


'*-■* TOii^ V* 



2622 


‘55 i 


«~e -c- 


MtnagamtntUnit: 

Group: ^ 

Proje^ Start I Finish: 


APPROPRIATION REQUEST COVER PAGE 

h) Thousands) 

Project Namer Enron Nigerian Sarge 

Equity 

Finaneiai Commitment: 5 7 Millian 

Needs to Close oy 1Z'31/9S - 
Takeout ay Sf3C/C0 


XX£CirnV£ SUMMARY 
Eatiiy: 

ftaquest 


Spaciai VeJiicIe 
S7.0 NtUJico fquiiy 
ST.OMtIlioa 


Expected RatiB|^ 

GVloedy’vS&P); 

Maturity: 

Use of Proceeds; 


ladepeadcnr Auditors: 


3-. 33 

l^ui thao fix 

To purchase comaoa and preferred e^icy is a Nigenao 
3ar;c Co-, ifu&ecziy owoi^ by Esroa Corp. 

C^osmg 3y year end 1959, 

N*A 


Compaay Cousscl: 
Coderwnter CoumcJ: 


Fees; 


ML Research Coverage; 

Jeff McMahon. EVpand Trtasvacr of SaroftCoiT?, has ML s> purchase S7MNI of equity ia i 

special purpose vehicle ihar will allow Enron Corp. to hook SI2MM of earnings. Enron must close this 
transaction by 12/3 1/99. Enron Is viewing this trinsaction as a bridge to permanent equity and dje>' have 
assured us that wc will be taken cot of our investment within six months. The investment would hkve x 
maximum IZSfi return. 


Vincent dt Elkins 
NA 

. ^^'jr^osec s:50^^ -js 1 S% per anacn or a Sa: Z2J% 

.■siDS per 
LeoJ. Kehcr 


Enron will have 3 barge mounted power plants in service by February 2003 inNigena. Tne first 3 years 
of cash fiow is projected vo be5j9 million ftem the N ieeriaa governmenc Enron wanes re sell the firsr 5 
years of cash flow for S2SMM. Ihej- propose to do this by having ML establish a U.S. special purpose 
caup/ (the S?£"), owned by Merriil Lynch. The 5?E will ce caphalced by ©tir S7MM iavesnne.nt and a 
S21MM non-recotttse loan from Enron Cor? which will then purchase aon*vodng coemoa stack in die 
&iron subsidiary Chat owns the barges. Enrm) vrili !»vc a total investmentof $4$ MM in ihe project. 
Enran is rn active aezotixtions with several eqtiiry Invesrors, including MarubenL However, they are not 
aolc to close the transaction with a loog-tena holder by year-end. Enron will .^idlitace our exit from the 
trans^ion wifri diird party iavestors. Dan Bay iy will have a een&rencs with senior management of 

Enron confirming this commitment to guaran^ the ML takeout within six months. 

Enron has strongly requested ML to enter into this iransacdon. Enron has paid ML approximately $40 
million In tees in 1999 and is expected to do so again In XOOO. 
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MeirilHiynch 


APPROPRIATION REQUEST APPROVALS 


Management Unit OCG Project Name: Enron Nigonan Sa^« Equity 

F^arasiai Cammitment S7 nroUion 

SPOhiSOR: 

Originator . 

Roo Furs: 


Msmt Unit Ccnircilftr 


Mgnr^ Unit 


Oroup Fkiarxa Director 


Group EVP: 


Other Reviews 


Debt Markets Capita! 
Comrruttos: 


Corponsto Aopru 


C?«ef Officer 


Grcii^Date 


Peer Preset Ravsetnc 


. Executive Cpcmtse: 

Date 


Audit and Finance 
C:Mmmieee: 

Date Appn3ve<l: Omen 
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Appendix 

L l*R0POSE»CORPO!UTESmUCTt.RE 
TmnsaefioB Smicttge 

ftachaa Squfty ConoibaffOD S 7.(K> Million 

Aequisitiem Lo» (frwa Enroa to S?V) 2L29 MiJlton 

Total Pyrdi^ Pries S2S.OO NQUifm 

Batis: 25% liUeroat Rat* of Rirtara on tavesed equity S>r PurdJtsef. 

Ac^tsitlon Loss Tenns: 12% iBtsrssc Ra^ Xa Momh Term, Ainomzanra to bo Ajresci 
sdsufsd sy pyrehaser 's intfirssi m 4e Ba^ Prqect Only 


Skareholdgr Stnicaire 

Tbero wiU be three eUsm of ssodc two pre&rred sad oee comzaon. Ti« Pwchsser wlU purd»se the preferred A 
Sham and As Commoo "Shares. Sfiroa wjU own the Preferred 3 Share*. Ihe staamary betow istficaes the 
etanomic infertsn before and after the Tnsser Dare. In sach case, the table rnd t eaie * the Cash flow rishts of etds 
eaafeboldw class after the previous class sharehoiesr has received dteir pereeacige share of the Cash Flow. 

Bckjocuc Ir.ierest (Percent of Cash How ("CF’) 

Stock Class ?rr 7:hxtr Dais P-ry Trigger Cate 

Preferred A (Ptirehaser) O.IHofCf 0.l%otCF 

Preferred 3. C£fift») 9.9%ofC?A5*rPref A 99.0% of CF After ?ref.\ 

Cwamcfl Stock (Poxhaser) lOO.OOJ of CF After PrefA&B 100.00% of CFAf*.er?TefA&3 

Biffore the Tfis*er die Purchaser « expected to receive approxhnaiely 9<»4 of the Cash Flow via dte Common 
Stock and a smaU p«rte«age ftom the Prefefted A. .After die T ri^er Date, die Enron Preftarsd 3 Shares receive 
approxhnateiy 99.WA of the Cash flow acd after cisoibucion tbe P.'s.^iRTed .A aftdPre&srsd 3, *e Corunen 
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TnWEUNE 

(1) ?PA U b«9i0€eii £oraa Nis«rJ» ?ower HoWinj Lid and *e La^os Sa» of Niscria. SubsMuecdy, the rights 

to the PPA (btfse Activities oaiy} sre assi^ed to Esnm Niscfia 3arge HoUiias Ul WhIcA ia turo uscS&s 
the n$ht3 to Enron >liserU Btrjc 1*4. 

0) Enron Kis^snaa Ltd. A4iB Preferred sad Cotiuson Sham are Usued to Earoa Sarse Holdiss Ltd. 

(3)^ Preferred A Shares and Comtsen are sold voa Eoioa Nissna Bw^e Hoidiag Lrd. To a third pvty who 
ass um e s true equ^ risk lavoivsd widi the Eonm Hisoia Baise Ltd. 

It BARGE PROJECT ECONOMIC SfMMAKY 

Cost Summary fUS SOOO) 


PowwBarsea 

525,000 

Barge liogrades md Onshore Cost 

IS.400 

ToolEPC 

40400 

Mobilization 

t.0!4 

Oevelo^eat Costs 

uoo 

Working capital and Spares 

2.11? 

Contiosency . 

i3! 

Total Costs 

545.614 


Projection of 90% of Net Cash Flow fUS S0001 

Year 2000 Year 2CQ\ Year 2062 Year ;003 Total 

S9.I23 Si3,3a; S15.706 S5.4I0 S3M9I 

The $J5.<S miilicn project costs are to he paid by Ewn. The aec cash flow jmsieeted over Ute *ree year Phase I 
project life is $44. 1 millitm. ai^ d90“A of the three year cash flow is S19.7 miilion. 

U is the inteniion of Earon to provide to the Investor mondsly dlstributioas of aet cash Sow. and to have an Earon 
affiliate provide up to 75% of scUer ^ascoo debt The proposed debt period a three years with an interest rare of 
12% per year. 

Ill ENROfi OVERVIEW 

Mernil Lynch's relationship wids Enron Cara, (dte “Campany- or “Earoc’*) baa developed ngnificai^ over die 
past year 2 S Enron wtU ^eceraK mors dtan 540 nvillion m iBvcfrnent bankins fees at !$99. llhe foilowi:^ points 
Identify current issues reUred lo n;e Campar.y and signiEcant rtesst Earan transacnoos in whitdi MemU *^3$ 
iovoIvedL 

• Lead ntanaeedA2^'s,£srem‘3bien}atioasi water util&y subsidiary. IPC(S700mUiioa) 

> Advised oo st^sequeat S235 miUtoa acquisition of aMX Acqua ManageoenT Isc. 

> Curreedy wodchtg on several buy side advisory assigonenis 

-> Co*lead for S5O0-75O mOiloo hi^ yield issuance (curready oo bold) 

* Co^managed a New Issue Comnusn Equity cffmij fwc Enron Corp. (SS65 million) 
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• CaJTKUiy wwldas ■*** ** ^ milKoa privare ecpii^ firnd (LIVC) 

• Currmtly pitchias t» become Eanm’s fioancial advisor for private in its telecommuiueaiions subsidiary 
{Esron Coimntaticstiotu). 

• The Company Is acnvely taptorinj poww opponuaidcs in contioesai Europe 

Coppanv Overview 


Sarea* is a ^oba) divtrsUied eoets^ coo^any. tarea is dte urjest buyer and seller of oamni ^ aad electnejty in 
ihe world and owns ^OOO miles of nanirai ^peUnss ia iie VS. The Company also ii one of ate tersest 
independent deveiocets. operatta and promxcsrs ^ tlcditicf wtnidwl&s* widi &d]ides ia Europe As;*, the 
Americas and *« l^eiSe iUm. Once eomolKsd, die Company's ions-buil fibesr optic neiwm-k will be die Srst 
Inmnie: Protocol bad^ne k the U.S. Adeidoaaily. (hrou|^ i» intersadenat wuer ompany. Eaten owns vtti/or 
eperaies water systems in as Europe. Canada, Mexico and ArgeaESM. As of June 30. 19?5» Earon's total 
asseui were S3e bSUon and hs ecutiy maricec casnallzanon was apprmumaieiy S32 billion. For the year ended 
Ceeember 5i. 1998. Enron jeseraac revenue nf S5IJ btllioa. up h^A over ke year Seesmber 31. I99T. 
The Company has grown io revenue ar.d ocemnn* profit at an aawialiaad ats of 50% and 30% over the p«ioc 
Srom i?9S to 1994, respeenvely. and has been names n:s most innovative cacqpaay in d»e world by Forbes for she 
past feur years. 

Enron is organized as a boldkg conipaoy wiih njur eaetsy-felaied opersds* svbridiaries (Earon N'oid: Amcnea. 
E.-:rss Gas .Pipelines. Esrss Energy Services and Poland Generai) a aiecsnacuRisaccns subsidiary {Hnr «5 
Cocimurucaricru) and an aircmatsonal water ssmr^ (.Azurix>. Enrso’s reguJatei xismeu iccledes two oceadcju 
• namrai gas pipelmes. cacxpnsed oi Earsn Gaj ?ipeiinci. which owns and o pe rates atl of Enron's fcceraijy 
ri^feiied inieisare nanni jas prpeHccx. and Portiacd Cenersi (Sacco teesady aanounes me sale of ?oniand 
Geaeni whjca sheuid clcte :a the ae:a year). » elscs:: dacraunoR. a^snsmissicB md geasradcs ceampany jerriag 
die Oregon marks^. Wholesale energy services, eompnsed of Earon Nordj .Vnerica. is cairemJy Saron's largest 
auaiiisss as measured by opentins protit anc provaies commedity sales (nacural gas, electridiy. and other Ciergy 
c:ni.*a 0 du*cs} and ser/icss (asset aaaagexsc:. risk xanagemeat) :c large incustnai. commta^al and i«iU:y 
customers in die UJS. said iatcraaticcaay. Earon’s newest energy business » its retau ttjergy servicas business. 
^s:npr jsed of Enror. Energy Sevicss. which provides total stterjy cuacurexs soiuticns to majer corroraMcns in the 
U.S. These soiunons inclcde mnas~ucrjre aaKagemcnt ?acka;sci wid* new scukmen: mstaUatjon and commewS^* 

purchases oa behalf of the large csrporata customcis. 

Earcr.'s two newest btaioesses, Enron Conununicatiens and Ararix. are nsshicced to take advantage of ^sitivc 
business hutcamenuls outside of Sarcc’j «i«r»y operations. Enron Communieai^m is eeasJracnng an over lO.OCO 
mile nanoRwlde long haul fiber optte network that will offer broadband appUcatioa stuvicss over la Interne: 
Protocol network. Adcitioeaily, Enron CwmmuRitKiens is pureumg an opperoioiiy to create a market for &c 
urading of bandw^di eapaetcy on fiber sysusas. AT-oix U an 5850 rniilkift publiely oaded mtsmational water 
company (TOT-t conaoUed by Enron) waica plans ro aks rcvxntage of the stgdincax« opporaxices that exist fer 
pnvaie s«‘or paracipaoon ta the global '^atsr kdusry. mduding acquuvig exining water and was;ewa»r systems 
via privanzations. providkg water aac wastewater related services to xuniclpal and indusuiaJ waser markets and 
ceveloptng and maaagaig water ftsourses. 
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Manigement Unit: 
Group; 

Projcet Start / Bnisti; 


Tdl 

APPROPRIATION REQUEST COVER PAGE 
($ in Thousands) 

CICG Project Name; Enron Nigerian Barge 

Equity 

IBK Financial Commitment: S 7 MilSon 

Needs to Close by 12/31/99 -> 

Takeout by 6/30/00 


EXECUTIVE SUMMARY 
Eadty:~ 

Fadlity: 

Request 

E:i^eeted Ratings 
<Mo<Kly‘s«*P)! 

Maturity: 

Use ef Proceeds; 

Tuning 

Independent Auditors: 
Company Counsel; 
Underwriter Coansel: 


Special Purpose Vebieie 
S7.0 MUlbs Equity 
S7.0 MiUion 
B-,83 

Less than six months 

To purchase ctuntnon and prefentd equity in a Kiserisn 
BatgeCo^ iaduectly owned by Enron Corp. 

Ctoshisby ycarend 1999. 

NA 

Vincent A Elkins 
NA . 


Fete Proposed $250,000 pJus 15V. per anaun: or a flat 22^1% 

mum per annum. 

ML Researri) Coverage; Leo }. Kelser 

JeiTMcMahen, BVP and Treasurer of Enron Corp. hu asked ML to purchase STKfM of equity in a 
special purpose rohtele th^ will allow Enron Corp. to book S]2MM of earnings. Enron muse close this 
transaction by V2fi\f99. Enron is viewing tWs transaction as a bridge to permanent equity and ihty have 
assured us d»at we will be taken out of our investment within six months. The investment would have a 
maximuro 22.SH renim. 


Enron will have 3 barge mounted power plants in service by February 2000 in Nigeria. The first 3 years 
of cash flow is projectni to beS39 million from the Nigerian government. Enron wujts to sell the fVst 3 
years of lO^ S23MM. They impose to do this by having ML establish a U.5. special purpose 
entity {the SPE"), owned by MeniH Lynch. The SPE will be cspiiatized by oar S7MM invcstmem and a 
521MM nmi-rocourse loan from Enron Corp which will then purchase non-voting common stock is the 
Enron subsidiary that owns the barges. Enron will have a tt^l investmem of S46 MM in the project. 
Enron is in active negoriations with »vera} equity investors, including Maruboti. Ho^«ever, they ere not 
able to close the transaction with a long*tcnn l^lder by year-end. Enron will .‘Tsciliiate our exit from the 
transaction widi diird party investors. Dan Bayiy will have a conference call senior management of 
Enron confirming this commitment to guaranty the ML takeout within six months. 

Enron has strongly requested ML to enter Into this trensaction. Enron has paid ML approximately S40 
million in fees in 1999 and is expected to do so again In 2000. 
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Mental liYBch 

APPROPRIATION REQUEST APPROVALS 

MamgemetitUnK: CICG Project Namf. Enron Nigerian Baige Equity 

Financial Commitment: $7 rrtllion 

SPONSOR: 

Originator. 

Rob Furst 

Mgmt UmtConlrcril}^: 

MgmL Unit Head: 

Group Rnante Director. 

Group S/P: 


Corporate Approvals 

Chief Rnanci;^ Officer 

Executive Committee: 

F^itand Finance 
Committee: 

Other 


Other Reviews 


Debt Markets Capital 
Committee: 

GroupfDaie 


Peer Pfp^ Review: _____ 

Date 


Date Approved: 
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Appendix 


t PROPOSED CORPORATE STRUCTURE 
TramatatoB SmKtgre 

P«cba$e£^ityCoatrttH2ti9s ST.OOMQUon 

AcquisiDoa Loan (from Efljron to SPV) 21,00 MilHw 

Total PuFcIi^e PHea S2 S.OO MtiHon 

Basis: 25% !&icnu} Rate of Rettmton mvesied equity for Purchaser. 

Aequuttion Loan Teims: 12% frnerest Rate. 24 Moath Tmo. Aiaonlmtiani lobe Asrecd 
Loan secured by Puichim's inTeten ia the Barge PxojKi 


Sharehotdw Structure 

Hmre win be three classes of stock two preferred and one common. The Purchaser wa| purchase dtc I^eferred A 
l^tares and dw Ce.'nmen Shares. Enrmi wiU own the Prrfrsred B Sham. Tto sununaiy below indicates the 
esonomte interests b^re and aftor die Trigger i^tc. In each case, the tabic iadlcares the Cash Flow rights of each 
sharehol^ class after the prevkHJS class shar^ido^ has received their perceottge share the Cash Flow. 


Siock Claa 


Economic Interest (Pereem of Cuh Flow (“CPO 

Pre Trigger Date 


Pc5tTrieget_Pate 


Preftned A (Purchaser) 
I^cTTed B, (Soroa) 
Common Stock (Pu^aser) 


0.1% ofCF 

9.P%ofCFAfterPrefA 
100,005 of CF After Pref A&B 


O.mofCF 

9P.0%ofCFAfterPrefA 
100.00% ofCF After PrefA&B 


Before Ae Trisip» Dam, ihe Purchaser is expected to receive approxunatriy P0% of die Cash Flow >da the Common 
Smek and a small per^nuge from 6x ?ttUmd A. After die Trig^ Date, the Enron Preftrred B Shares receive 
apprmdmately 99.0% oftlM Ca^ Flow and after distribution to the Preftmed A and Preferred B, the Common 


receives die residue distribution 



o f the Cash Plow. 

I 


FTAli) 


SunotfdO&M 

CMitract 


OEC 

Wtseiia 



* . 

cam ^ 



Cnran Ntfcii* 
Power noldiae 
Loa. 


tAsa 

m 


3X1 

Esna Nijutria 
Bsrtc Haldiiie 
LM. 



T 


-1 "nBiii Paiqr ‘ 

25% 

iBvcrtof 

. SPV 




PfsfefTrtA AB 
anSCwBinoaC} 


Earofll^ieerie 

ippa(i) . r 

L3{ot State. 

Bapsc Ud. 


Nigeda 
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ItMELINE 

( 1) PPA » bcTween Enroa Kigerit Power Hotdirig Lid and die State of Kigcria. Subse<}wcmly» *e Hsh» 

tt Ae PPA (batse activities only) are assigned to Enron Nigena Baa^e Holdia* Ltd. Which in tom assigns 
Ae ci^Cs to Isvrmi Barge Ud. 

(2) Enron WlgetiiB Barge Lttt AAB pjtftrnrd and Common Sbaies arc issuwJ to Enmn Barge Holding Ltd. 

(3) Preftrred A Shares and Common are sold ^om Emon NtgerU Barge HoUting Ltd To a Aire pury who 

msumes true e^ity t&voived wiA Ae Caron Nigena Barge Ltd. 

XL BARGE PROJECT ECONOMIC SUMMARY 

Cost Smtanary (US S0A» 

Power Barges S2S,090 

Barge Upgrades and Ouhene Cost l5.t<K) 

Total EPC 40.800 

Mobilization 1,014 

Oevel^memCoCTs 1,500 

Working capital and Spares 2,1 10 

Condngtmey • IBl 

Total Costs S45.6U 

projection of of Net CaA PItiw (US SOCK?) 

Year 2000 Year 2001 Year 2002 Year 2003 Total 

59.123 513,362 $13,706 55.410 539.691 

the S4S.6 nuBion project com are to he paid hy Enron. The net cash flow projected over Ae three year Phase I 
project life is $44.1 millioa, and d50% of Ae three year cash flow tS 539.7 miUiML 

It is the intention of Ennm to provide to the Investor monAly distrlbuhom of net cash flow, and to have an Enron 
afSIiae provide tip to 75% of seller flnanced debt The prt^osed delM period U three years wjth an interest rate of 
12%peryear. 

liL ENRON OVERVIEW 

Memll Lynch's Kltiienshlp with Enron Corp. (Ae “Company" or **Ewon”) h» devel^d signiflcantly over A« 
past year as Enroa will generate more than $40 ration in iavessnent baiddng fees in 1999. The following poms 
fdentify current »sues related to the Company and st^tfleant recent Enron trans^nioiis in which Merrill was 
involved. 

» Lead managed Azurix's, Enron’s tittematittial water utility subsldlaiy, IPO ($700 mtllion) 

- Advised on subsequent 5235 million acquisition of^wfX Acqua Management Inc. 

- Currently working «i several boy stdea^lsoty assignmoits 

- Co*lead for $500-750 miUlon hi^ yield issuance (currently on hold) 

• Co-managed t New Issue Common Equity oSTering for Enmn Corp. ($S6S million) 
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• CuireaHx working; whh the CFO to raise a iSOd miltion private equity fund (UM2) 

• Cumstly phchins to become Eanui’ji finaeeial advbor for private equity in its tclecommunicatkms subsidiecy 
(£aioft Communioicions) 

• The Company b actively exploruig power opponunlties m continental Europe 
Company Overview 

is a gfoba! divemified energy comptmy. Enron u die largest buyer and selt»- of lunirat gas and eieetricity in 
die wc^ld and owns 32,000 miles of namnl ^ p^elines in the The Com^y abo is ^e of the iar|;ess 
indqiemhmt deveit^iers, operamrs and producers of electticity wpridwide, widi lacilitiss m Europe. Asia, the 
Americas and dte Paci& Rim. Once completed, dui Company's lon*>hsu} fiber optic netw^ will be dte first 
Internet Pi^mcol bael^oae m die TI.S. Mditionally. through its iRiattational water company, Enrcm owns and^r 
operates w^er systems m die U.S., Europe, Canada, Mexico and Arsentina. As of June 30, 1999, Enron's toul 
asses were $34 billion and ks equity mai^i c^iedieation was approximately $32 blUIoa. F«r the year ended 
December 31. 199^ Enron generated revtoue of S3] J bQlion, up 52*4 over the year ended Dttember 31, 1997. 
The Ci^paoy has ^wn IB revenue mid o^rotms profit at an ammall»d rate of SO*/* and 30V* over the period 
from 1995 ro 199$. re$pectsv«ty, and has beM named the mo» mnov^tive cot^^y in die world by Forbes fM- ^e 
pastfourycars. 

Enron is orsnttxd ts a holding nmnpany widi four <»«rsy>rebud opening subsidiaries (Enrcn Noidi Ameiica. 
Enrmi Gas Pipelines, Enron Energy Service and Porthmd OemiA) a telecoromunicadons robsldiary (Enron 
Communications) and an inmmauuul water compuiy (Axurtx). Enron’s regulated business includes two operadots 
> nasural gas pi^lfnes. comprised of &aroa Gas Pipeilmia, which owns and operates al! of Enron’s federally 
regulated Interstate naturai pipelines, and Portland Genera) (Enron rroenriy announce the sale of Portland 
General which shouM clc^e In dte next year), an etectric distribution, transmission and generation company serving 
the Oregim madeet. Wholesale energy services, eomjxrised of En«m Nordi America, is cuironiy Erin’s largest 
business as mearorod by coating proni. and provides commodity sales (nati^ gas, eiectricicy. and odier energy 
cmnmodities) and services (asset managemenr, risk ouuiageroem) to la^e indusmal. commercial and 
customers in the U.S. ami mteroattonally. Enron’s newest energy business b its retail nteegy services business, 
comprised of Enron Energy Services, whbb provides toul energy outsourcins solutions to maj«r coiporadmrs in the 
U.S. These soluiioos inslude in&astnxturo management padcaged new equipment insullation and commodl^ 
purchases ^ behalf of die large corpwate cusmmers. 

Enmi’s two newest businesses, Enron Comrmmkations and Azurix, am poshtoned to advam^e of positive 
business fiindamenuts outtidc of Enron’s energy operations. Enron Communications Is cimsinjcting an over 10,000 
mile nftdcmwlde !oi^ haul fiber op^ netwex-k dud will offer broadband applicailtm services ovtf an Iiuemet 
Protocol network. Additionally, Enron Commumcaiions is pursuliui an ^p^nity to create a market for the 
trading of bandwidth capaci^ on fiber tysums. Azurix is an SS50 million publicly naded interoadatud water 
company (7^ rontrolled by Enron) which plans to take advann^ of the significant opportunkies that exist for 

sector {unicipadon in the glc^l waur industry, including acquiring existing water and wasmwater i^ems 
via {niYttlzutens, i^vlding water and wasuwater rei^d services to munk^al and Industrial warn markes and 
devdopin* and roana^ng wmtt resources. 
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Td\ G}ar^%U-^ 

APPROPRIATION REQUEST COVER PAGE 

<S in Thousands) 

CICG Project Name: Efwor Nigerian Barge 

Eejuity 

IBK Financiat Commitment: S 7 Minion 

Needs to Cfose by IZ/31/99 - 
Takeout by 6/30/00 

EXECUTIVE SUMMARY 

EatiQr; Purpose 


Management Unit: 
Group: 

Project Start f Finish: 


FscBity: 

Request 

Expected Ratiags 
(Mo9i^*VSAP): 

UseofFroceeds; 

timing; 

ladepeadent Auditors: 
CompaBy Couasel: 
Underwriter Couaseh 


S7.0 Million Equity 

St.OMitUoo 

B-.B3 

Less than she moiuhs 

To purchase common and prefemd equiQ' m a Nigemn 
Barge Co^ indirectly owned by Enron Coqs. 

Closing by year end 19SP. 

NA 

Virurent & EBdns 
NA . 


Fees: Proposed 5250,000 plus 1 5% per annum or a flat 22 

return per annum. 

ML Rescareb Coverage: Leo 3. Keber 

JefTMcMabon, £VP and Treasurer of Enron Corp. has asked ML to purchase S7MM of equity in a 
fecial purpose veKlelo diat will allow* Enron Corp. to book S12MM of earnings. Enron must close this 
transition by 12/31/99. Erumn is viewing this transaction as a brid^ to permanent equity and they have 
assured us t we will be taken out of our investment widsm six months. The Investment would have a 
mtodmum 22.5K return. 

Enron will have 3 ba^e mounted power plants In service by February 2000 in Kigeria. The first 3 years 
of cash flow is projected to beS39 million firocn the Kigerian government. Enron wants to sell the first 3 
years of cash flow ft^ S23MM. They propose to do this by having ML establish a U.S. special purpose 
entity (the SPE"), owicd by Merrill Lynch. The SPE will be capitalized by our S7MM investment and a 
521MM non-recourse loan from Enron Corp which wUi then purchase non-voting common stock In the 
Enron subsidiary that owns the barges. Enron will have a total investment orS46 MM in the project. 
Enron is in active negotiations with several equity investors, including Marubeni. However, duty are net 
able to close the tiansaaion with a long-term holder by year-ntd. Enron will .TseiJitate our exit fiom the 
transaedem with Uiird party mvestors. Dan Bayly will have a confet^ce call with senior management of 
Enron cordfiiming diis commitment to guaranty die ML takeout within six months. 

Enron has strongly requested ML to enmr Into this transaction. Enron has paid ML approximattly $40 
mlUlcm in fees in 1999 and Is expected to do so again in 2000. 
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Appendix 


1. PROPOSED CORPORATE STRUCTURE 
TfaMacfbn Structmt 

?»r^a5e£i{ultyContribixioo S 7.00MiiUon 

Acqouition Loan (&t»& Enron to SPV) 21.0O MIiliort 

Total Purchase Prke S2S.OO Million 

Basis: 25% l&iefoal Rate of Return oo invested equity for ^rchaser. 

Acquisition LoanTeims: 12^ liuerest Rate, 24 Month Tenn, Amomsadon to he Agreed 
Loan secured I^Purthaser^s ioremi m the Barge ^oject Only 


There will be ilirte classes of stock two preferred and one cottunon. The Purchaser wfll purchase the Preferred A 
Stares and the Common “Shses, Enron will dte PneJened B Sbsrer. The smnnury below mdicates the 
eccnomte inttrests before and aifor foe Trigger Date. !n each case, foe table iafocates tia Cash Ffow of eatfo 

foareholder class after foe preWous class foareholdar has received foeif j»rceniage slare of foe Cafo Flow. 

Economic Intetest (Percem of Cash Flew (“CF") 

Stock Class r^Theeer DaTe Post Trieew Date 

Pirftrred A (PurdjasCT) 0.l%ofCF O.lHofCF 

Preferred B, (Enron) 9.9*/i0fCFAfler?refA 99.0HofCFAfterPref A 

Common Stock (Purchaser) 100.005 of CF After PrefA&B lOO.OOHofCF After PrefA&B 


Before tlw Triggw Date, the Purchaser is expected to receive appro?(imatel>' 90% of *« Cash Flow via foe Common 
Stock and a small penremage ftom the Preferred A. After foe Trigser 0»e, foe Enron Preferred B Shares receive 
approxinately 99.0% of foe Cash Flow and after distribution to foe Prefer^ A and Preferred B, foe Common 
receives foe residtml disoibutioo o f the Cash Flow. 




S/E*ci 


5J3o HDKlAl TllaHSM WdST :Se SS. 22 330 


MS 24619 







2635 


timeline 

( l> PPA is b«weca Enron Nigeria Pow^ Hokling and &e State of Nigeria. Subst^uently, fte ri^ts 

to the PPA (barge a^vltks only) are assigned to Esron Nigeria Barge Holding Ltd. Which in turn assigns 
the rights to Enr^ Nigeria Baige Ltd. 

(2) Enron Nigerian Ba^ie ted. AAB Presented snd Common Shares are issued to ^*on Barge Holding Lu). 

(3) Prtftrred A Shares and Common are sold *om Enron Nigeria Barge Holding Lnl. To a drirc patty xito 
assumes true equity nsk involved with the Enron Nigeria Barge Ltd. 

n. barge project economic svmmarv 

CoaStgnmarvCUSSOOO) 


Power Barges 

$25,000 

Ba^ Ufi^n^es and ^uhore Cost 

15.800 

ToalEPC 

40,800 

Mobilization 

1.014 

Developsnent Costs 

1.500 

Workup capitH and Spiues 

2.119 

Contiageney • 

181 

Tohd Costs 

S45.6K 


Preieatoa of 90% of N<g Cash Flow (US SOOO) 

Year 2000 Year 2001 Year 2002 Year 2003' Total 

S9,!23 , S13.362 $13,705 53.410. $39,691 

The S45.5 million pn>Je« costs arc to be paid by Enron. The set cash itow projected over dte three year Phase 1 
project life is S44.1 million, and d90% of fte three year cash flow is S39.7 milHcm. 

It is flic inrenrion c^Enrostoprovidetothehivescormondtly disuibutiom of net cashflow, and tohave^ Enron 
affiliare provide up » 75% of seller flnaoced debt. The proposed debt period is three years w'hh an Interest rate of 
12% per year. 

HL ENRON OVERVIEW 

MemU Lyndt's relarionsh^ with Enron Coip. (dte “Cwnpany” or “Enron”) has developed ^gniflcaot^ over the 
past year as Enron wUl generate more than $40 million in invesanent banking fees In 1999. The following points 
identify current issues relared to dte Coir^any and sighlfleant recent Enron iransscuons in vyhtdi MerrlU was 
involved. 

• Lead managed Arurbe’s. Enron's intemariontd water utiUO' subsidiary, !FO ($700 million) 

Advised on subsequent S235 million acquishion of AMX Acqua Management Inc. 

- Currently working m several buy side ^Ivisory assignments 

Co-lead for S50Q~7S0TDil!loR high yield Issuance (currentfy on hold) 

• Co-ms)a«ed a New hsae Common E^ity offering f«r Enron Corp. ($865 mmion) 
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• Currently working 'with the CFO to raise a SiOO million prtvau equity fund (UM2) 

• Cunentiy pitthlng to become Eoron’s linancial advisor for private equity in its lelscommitnicasons subsidury 
(Eonm Communications) 

• The Company is actively exploring power cppoitunities In contiactnl Europe 
Comtanv Overview 

Enron h « global diversified enogy c^psjiy. Enron is die Urgest buyer and seller of narural gu and ekctricity in 
*e world and owns 32,000 miles of natural gis pipelmes in die 0^. The Company also is one of rht larges: 
Independent developers, openuws and {Hoducen of elcculciiy worldwide, with faciliues in Europe. Asia, *e 
Ameri^ and the !^6e Rtin. Once completed, the Comptny'i toni-haul fiber optic network wiil be the first 
Internet Froiocol b^kbooe In the U.S. Ai^tonally, throu^ its iAtemantmal warer compnny, Enrmit owtis ar.d'tH’ 
operates water s}^tems la the UJS., Europe, Canada, Modco and Arsentma* As of hine 30, 1999. Enron's tmai 
assets were 534 billion and hs 'equity market capitalization was approximately 532 btUioa. For die year coded 
December 31, 1998, Enron generated revenue of S31J btlllon. up 52H over fee year en^d December 31, 1997. 
The Company has grown is revenue and operating profit at an anooaiized rate of 50% and 30% over Ote period 
from 1995 to 1998, respectively, and has been named the most innovadve company in the world by Forbes for the 
past four yeant. 

Emrtm is organhud as a bolding etHnpany with four energy-related (operating subsidiaries (Earan Hordi America. 
Enron <3as Fipelmes, Ecran Ene^ Servkres and Portland Ceneml) a teiecommunications subtidiaiy (Hnioo 
ConununtcatJoDS) »d an International water company (Azurlx). Enran's regulated feislness includes two operafions 

• naiund gas pipeline con^ised of Enron Ctu P^ieiines, which owns. and operates all of Erin’s federally 
regulated imersote nswni gas pipelines, and Portland Genn-al (Enron mcendy anneunste the sale of Portland 
General which ^ould close in the next year), an elec&ic dhtributlo:^ transmission and generation company serving 
the Oregon mariart. Wholesale energy serviars. eanprised of Enron Nordi Amcrfca, is currendy Ebtot’s la^s: 
business as measured by c^erating profit, and provides commodity sales (natural gas, electriehy, and oth«’ erwrgy 
commodhtes) and services (asset management, risk ma&agemenr) to large mdustrlal, commercial and unli^ 
customers in the U.S. and iniemaclon^ly. Boron’s newest energy business U Ib retail energy services business. 
comptBcd of Enron Energy Services, which provides total eoergy outsourcing s^tions to inaj|<^ cotpormions in the 
U.5. These sohitloiu include kifoasnoeture management packaged wife new equipment installatioa and ccmvoodliy 
purchases cm behalf of the Urge corpomte customers. 

Enron’s two newest businesses, Enron Communications and Azurix, are poshiooed to «dce advuiiage poshive 
business fundamentals outside of Enron's energy eperations. Enron Communications is constructing an over 10,000 
mile nationwide lor^ h»i} fiber optic nrcwOTk iii« win offer broa^and application services over an Imemei 
Protocol network. AddiUonally, Ennm Communicafiems is. pursuing an opponunlty to create a maxket for fee 
tesding of baodwidfe capacity on fil^r systems. Azurix is an SS50 million publicly traded intemationU water 
company (70% controlled by Enron) whitfe plans to take advantage of the stgnifirant opponualties feat exist for 
private sector panicipation in fee global water mdustry, including acquiring existing water and wastewater systems 
via privatizations, providing water and 'wastewater related service) to municipal and industrial water markeis and 
deveiopios and managing wTatcrresourecs. 
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DEC 23 ' 99 89524 FR MERRILL LYNCH 212 449 9015 TO 92^7584 


P. 02/06 


Manaseintnt Unit: 

drouiK ^ 

Project Start / Bnish: 


APPROPRIATION REQUEST COVER PAGE 

(S in Thousands) 

CICG Project Name: Enrwi Nigerian Barge 

Equi^ 

}BK Financial Commihnefit STMilHon 

Needs teClose Iv 12/31/99 - 
Takeout by $/3oroo 


EXramVE SUMMARY 
Eattty; 

FacBi^ 

Rcqmst 

Cxpccicd Ratiass 
(Moody'a^dtP): 

Maturity: 

UMofProceeth: 

Timlss: 

btdependrat Auditors: 
Cofnpaay Couasel: 
Underwriter Couiuet: 
Fees: 

ML Research Coverage: 


Specid Pliupose Vehicle 
S7.0 Minioo EquiQr 
SI.OMiilioa 
E-.B3 

Less xbm six meunhs 

To pundiase cennmoft and preferred equity in a Kignrian 
Oo^ hdireetty owned by EarQo Cotp, 

Closing by year end t999. 

NA 

Vbee&t & EMns 
NA 

Proposed S250,CK10p]os )5%pn'annumofa!latIZJ% 
i^ruiaper armum. 

LeoLKeher 


JefT McMahon. EVP and Treasurer of Enron Corp. has asked ML to purdtase S7MM of equity in a 
special purpose vehicle tiud will allow Eriron Corp. to book $12MM of eamtags. Enton must close this 
transastioit by 12/31/99. Enron is viewing tbb transact«M as a loidgc to pennaoent equii^ and ^ty have 
assured «s th« we will be taken out of our Invesoncm wi*in six months. The invesimem would have a 
maximum 22.5% return. 


Enron will have 3 barge mounted power plants in service by February 20(W in Nipsria. The first 3 years 
of c^it flow is projected to beS39 mlUton from the Nigwian government Enron wane to sell first 3 

years of cash flow forS28MM. They propose to do this by having ML establish a U.S. special purpose 
entity (the SPE*), owned by Mwill Lynch. The SPE will bo capkalized by our S7MM investment and a 
S21MM non-fecourse loan fiom Enron Cetp which will then purchase non-vodng common stock in the 
Enron subsidiary that owns the bar^. Enron will have a total mvestsient of S4d MM in the project. 
Enron is in active negotiations with several equity Investors, including MaruboiL However, toey are not 
able to close the transaction with a long-tBin holder by ycar-Kid. Enron will facifltate our exit from the 
transaction with diird party iavestore. Dan Bayly will have a coafereroe call with senior roanagemcnl of 

Enron confimi ing this commitment to guarano' the ML tekeout witihdo six months. 

Enron has strongly requested ML to enter into this transaciioa. Enron has paid ML approximately $40 
million in fees in 1999 and is expected to do so again in 2000. 
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DEC 23 '99 09:24 FR MERRILL LYNCH 212 44a a»al:> lu 

^Bfewill Lynch ' 

APPROPRIATION REQUEST APPROVALS 

Management Unit: CICG Project Name: Enron N^erian Barge Equity 

Financial Commitment: 5? miffion 

SPONSOR: 

Origipwtw: 

Rob Furet 

Unit Cofrtrc^er; 

Mgmt Unit H^cfc 


Group Finance O^ectc^ 


Group EVP: 


OOter Reviews 


Corporate Approvals 

Debt Markets Ca;^ 



CofTKoittee: 

Groi^a/Data 

CMei Rnanclat Office 

Peer Project Review: 

Date 

Executive Committee: 


Audit and Finance 


Date Approved: Omen 
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DEC 23 ' 99 09!25 FR PERRILL LVNCH 212 449 9015 TO 92367584 


P.0S/^ 


TIME LINE 

Cl) PPA i» between Enron N«eri« Power Holding Lid and the Lagos Sale of Nigeria. Subsetjami}', the rigSiB 
to die PPA (barge activities only) are assigned to Eoton Nigeria Barge Hclding lid. iMUcb in nira assigns 
ttie to &tfOO Ki£8rui B«t^e 144. 

Enron Bs^e Ltd A&B pn^etTed and Common Sham are iis^ m Eanm Barge Holding Ltd. 

( 3 )^ Prefeiredl A Shtf es and Comn»Hi are sold £rtan Enron Klgem Barge Holding l^d. To a tib’sd party who 

assumes true equity risk involved the Emtm HIgma Bar^ Ltd. 

TL BARGE PROJECT ECONOMIC StlMMABY 

Cost Summary (US SOCXll 


Pouwr Barges 

S25.000 

Bars*^ Upgrades and Onshore C&a 

15.800 

Total ETC 

40.800 

MobiliaaTion 

1.014 

DeveUipment Costs 

I.S00 

Woiking capital and Spares 

2.119 

Cemtingsn^ ■ 

181 

Total Co5» 

$45,614 


ft'oiyiricn of 90% of Net Ca^ Flow (US SQOO) 

Year 2000 Year 200! Year 2002 YeM-2003 

STlS 513^2 Sl3e706 S3,4I0 S39.«l 

The 545.« milliwi project costs arc to be paid by Enron. Ihe net cmJi Bow projected over dw duee year Wiase I 
projaet life is $44.1 miUloft, and d90% of the dffee year cash Bow is $39.7 raiUioa. 

It is die mttndcm of Enron to provide to die Invest moodily distribudmis of net cash fkiw, sad to have an Ennixi 
adulate fsovide up m 7SY* of seller foeaced debt The proposed debt period b diree yeaus widi aa interest rate of 
12% per year. 

lU. ENRON OVERVIEW 

MeniU Lynch’s reUiionship Enron Corp. (the "Company** or "EaronO bas developed sigatScaitly over die 
past year as Ennm will generate more than ^0 mUH«i in isvesimcsu banldn; fees ia 1999. Th^ feUawing posits 
identify current issues related to the Company and stsniBcani rectal Enron iransKtioos ia which MeniU was 
involved. 

• Lead managed Aaaarix’s, Enron's iniemadrmai water oBI^ subsidiary, lPO(S700niilliaci> 

- Advised on subsequent $235 mUlioo acquisiilcm of AMX Aeepta Manageme^lac. 

- Currently working cm several l»iy side adidsoiy assi^unoiu 

* Co-lead for S500-750 milUcm high yield bumance {ciorenfly oo hold) 

• Co-managed a New Issue Common Equity offeriog fw Eiuron Coip. (S$d5 mtlUtm) 
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DEC Z3 ' 99 09:25 FR MERRIIX LVNCH 212 449 9015 TO 923S7S84 P.0S4K 


• wofkm* with tlw CFO to mise % S500 miliion privau equity ^uod (IJM2) 

• Cunvntly pluming to become Enrea’s firuotcia} advtscM* for pnvate e<{uity in ks ttlecommuiucations subsidiary 
(Enron C(»amuDic«ek>os}- 

• Hue Company is actively expIoricgpowo'oj^wtuflideriacofiUMniajEwope 
Company Overview 

Enron is a diversified ene^ company. Enron Is &e Iwssst boyar and seller of aatunl gas «id elKSleiiy In 
die wra^d utd owns 32,{H)0 miles of samr^ S» ppelines in the VS. The Cos^y also is one of Oe lar;^ 
independent developm. epcrateis utd pmdueets of electricity n^rldwlde, with fiieilities in Europe. Asia. Ae 
Americas amd the Rim. Once complete^ £he C^npany's ioag-haal fSter (^Mic oetwerit will be the farst 

lotetnet Protocol backbone in the U.S. Addisionsjly, throu^ inncBatienai water eoffi^my, Enmn owns ajidAar 
operates water ^stems m ihe U.5.. Ewope. Canada, Mmtieo aitd jargetuina. As of June 30, 1999. Eiuonb total 
assOLs were 534 btlUoa and its equiQr market capializadon was approxinuitcly $32 biUlon. Pee t^ year ended 
ZJecember 31. 1998. Enron generated revenue of 531.3 billion, up 32% over die year ended Decemb^ 31, 1997. 
The 0»Rpwy has grown its renmnue and opentmg profU an aonnalized rate of S0% and 30% over the period 
^om 1995 to 1998. mspeetiveb'. at^ has been nam^ the most Innoimtive company bt the world Forbes for the 
past f(Hir years. 

Enrem is wganized as a beldiBg c^npany vruh four «Qef 5 y*mUted opentias substdmrics (Enron Nordi America. 
Enron Gas F^eUnes, Enroo Energy Servkes and Pmthnd General) a mlectunmunfcadoDs subsidiaty (Enron 
Communications) and an interoanosal water company (AanatK^ Enron’s regulated business includes rwp opendens 
- natural gas pi^taes. eoo^rised of Enron Cat Primes, whidt oums and qpemes all of Boron's federally 
regulated Intentaie namr^ gas pipefines. aiul I^>ftland Genera) (EarMi recently asnounce the sale of inland 
Genoa! which should dose in the next yearX an clecirie dimiburien. transmission and generuJon company serving 
die Oregon tnaricet Wholesale energy serrices. comprised of Enron North America, it cumstty Enron’s latest 
business u measured ^ ^eradng ^St, and provides eommodicy sales (natural gas, rieetrichy. and odter energy 
cemTnodi<^es) and services (asset managemrmt, risk managemeat) to ia^e industria!. conunerdal and utilhy 
customers hi the VS. and inteniatlacaEy. Enron’s newvst energy business is is retail energy services business, 
comprised of Enron Energy Services, which provides total roergy otttsoaremg soh^ons to major ccuporaxions in the 
U.S. These solutions inchide inltasm^iurt tnanagoaem packaged with new equ}]»nent insbiUatioB and commodify 
pttrebases on bdtalf of the large corporate customers. 

^iron’s two newest boriDesses, Enron CemmualeaHons and Azurix, are pr^mooed to take advantage of positive 
btisin«s fiiodaznentals outride of Cormt’s energy operations. Enron Cemxctmkaritms is eonstrocsing m c^or !0.0€0 
mile nationwide Imtg 1^1 ophe network wiU offer broadband application services over la httenoet 
Protocol network. Additionally. Eruon Ctnrnnunicattoos is pursumg an oppomm^ to create a market for the 
trading of bandwidth eapaei^ on fiber systems. Azurix is an 5830 millioB psdilicly traded internasjosal water 
company O&Ye eoatrolied i^ Enron) whi^ plans to take »lvanti$e of the s^iuficaat qtponu&itlcs dut exist for 
private sector pardcipatwn m die global water iadusoy. induding acquiring existiiig WB»r wd waStowatersy^ems 
via privatizations, providing water and larasteweter related services to munldpat and mdostrUl water naritots and 
developing end managing water rcstHirces. 
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